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The following rules relate to self-regulatory or- 
ganization rule proposals and/or adoptions 


34-14165 34-14172 34-14178 
34-14166 34-14173 





OPINION 





34-14171 WILLIAM E. BRANDOW 


Where registered representative of 
member of registered securities asso- 
ciation prepared and distributed in- 
vestment company sales literature 
twice without clearing it with member, 
and failed to file such literature as 
required, association’s findings that 
representative violated its rules of fair 
practice sustained, but sanction 
reduced from one-year suspension to 
censure because statements in litera- 
ture found by the association to have 
been misleading were not material, 
and because applicant, in effect, had 
already served a suspension of more 
than a year 








-SIGNIFICANT ITEMS 
ANNOUNCEMENTS 








34-14179 Extension of Time for Comment 
Period for rule or rule change pro- 
posals which would expand existing 
programs for trading standardized op- 
tions or initiate new programs for such 
trading. [File No. 4-202 Extended to 
November 30, 1977] 














SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 5883/November 11, 1977 


Administrative Proceeding No. 3-5273 


REGULATION A EXEMPTION OF EMER-GO 
CORPORATION TEMPORARILY SUSPENDED 


The Commission has issued an order temporarily 
suspending the Regulation A exemption from 
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registration under the Securities Act of 1933 with respect 
to a proposed public offering of 100,000 shares of $.01 
par value Class B common stock of Emerg-Go Cor- 
poration, of Huntington, New York. 


According to the order, the Commission has reason to 
believe, among other things, that: (a) the offering 
circular and notification of Emer-Go Corporation 
misrepresent and omit to state material facts; (b) the 
terms and conditions of Regulation A have not been 
complied with; (c) the issuer has failed te cooperate with 
the Commission in connection with its proposed 
offering; and (d) the offering, if made, would be made in 
violation of the anti-fraud provisions of the securities 
laws. 








SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14165/November 11, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MUNICIPAL SECURITIES RULEMAKING 
BOARD 


File No. SR-MRSB-77-17 


The Municipal Securities Rulemaking Board (‘‘MSRB’’) 
submitted on November 9, 1977 a proposed rule change 
under Rule 19b-4 to provide a procedure for the MSRB to 
take action on certain matters by means of a telephone 
poll of its members. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change the Commis- 
sion may summarily abrogate such rule change if it 
appears to the Commission that such action is 
necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of 
the purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of November 21, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSRB-77-17. 
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Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. Copies of the filing will 
also be available at the principal office of the above 
mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14166/November 11, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


SR-NASD-77-18 


The National Association of Securities Dealers, Inc. 
(‘‘NASD’’) submitted on November 9, 1977, a proposed 
rule change under Rule 19b-4 (File No. SR-NASD-77-18) 
to amend Schedule D under Article XVI of its By-Laws. 
The proposed rule change would (1) clarify the reporting 
requirements applicable to issuers of securities quoted 
on NASDAQ and (2) permit new issues which are 
authorized for inclusion inthe NASDAQ System and are 
also the subjects of applications for listing on national 
securities exchanges to be quoted in the NASDAQ 
System during the period following such an issue’s 
offering date through the date on which the issue 
becomes listed on an exchange, without payment of full 
NASDAQ entry and annual fees. The proposed rule 
change would establish an interim inclusion fee 
applicable to such situations. It would also provide that 
in the event an issue is not accepted for listing on an 
exchange within 60 calendar days of inclusion in the 
NASDAQ System, the regular entry and annual fees will 
apply to that issue, and the interim inclusion fee will be 
credited toward their payment. 


Publication of the submission is expected to be made in 
the Federal Register during the week of November 14, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or to 
institute proceedings to determine whether the pro- 
posed rule change should be disapproved, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within 20 days 
of the date of publication in the Federal Register. 
Persons desiring to make written submissions should 




















file six copies thereof with the Secretary of the Com- 

mission, Securities and Exchange Commission, 500 
eo. Capitol Street, Washington, D.C. 20549. Refer- 

ence should be made to File No. SR-NASD-77-18. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. Copies of the filing will 
also be available at the principal office of the NASD. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 





George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14167/November 11, 1977 


An order has been issued granting the application of the 
American Stock Exchange, Inc. to strike from listing and 
registration the common stock, $1.00 par value, of HDI 
Investment Corporation. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14168/November 14, 1977 


NOTICE OF RECEIPT OF AMENDMENT TO PLAN 
FILED PURSUANT TO RULE 17a-15 UNDER THE 
SECURITIES EXCHANGE ACT OF 1934 


The American, Midwest, New York, Pacific and Phila- 
delphia Stock Exchanges and the National Association 
of Securities Dealers, Inc. jointly submitted on July 21, 
1977, and amendment to Section X(a) of the joint 
industry plan (the ‘‘Plan’’) for the reporting of prices 
and volume of completed transactions in listed 
. securities, now customarily referred to as the con- 
solidated transaction reporting system (the ‘‘Con- 
solidated System’’). The amendment would revise the 
operational procedures to be followed whenever the 
primary market for any eligible security halts or 
suspends trading in such security because of dis- 
closures or other regulatory problems. 





The amendment is intended to formalize current opera- 
tional practices of the Securities Industry Automation 
Corporation, which is presently acting as the Plan Pro- 
cessor. Pursuant to the Plan, the Plan Processor col- 
& lects reports from the various reporting market centers 





with respect to volume and price information of com- 
pleted transactions in eligible securities, sequences 
these reports and disseminates the data to vendors for 
distribution to subscribers. The amendment would 
direct the Plan Processor, on the day when a regulatory 
halt or suspension is initiated by the primary market for 
an eligible security, on each day such halt or suspen- 
sion is continued by the primary market, and on the day 
such halt or suspension is terminated, to include in the 
Consolidated System, after the close of trading in all 
market centers or at some other appropriate time, the 
last sale reports (or a summary thereof) which were 
reported to it during any such day. 


In order to assist the Commission in determining 
whether to approve the proposed amendment, 
interested persons are invited to submit their views and 
comments on these proposals in writing to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549, within 30 days 
from the date of publication in the Federal Register. 
The amendment to the Plan will be available for public 
inspection in the Commission’s public reference room. 
All such communications should refer to File No. S7- 
433 and will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14169/November 15, 1977 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Securities 
Exchange Act of 1934 against Shaughnessy & Co., Inc., 
a registered broker-dealer, located in St. Paul, Min- 
nesota. The order also names Lawrence Shaughnessy, 
Sr. of St. Paul, Minnesota, who was the president, 
treasurer and a director of Shaughnessy & Co., Inc., 
and Lawrence Shaughnessy, Jr. of St. Paul, Minnesota, 
who was the vice-president, secretary, and director of 
Shaughnessy & Co., Inc. 


The proceedings are based upon allegations of the 
Commission’s staff that Shaughnessy & Co., Inc., 
Shaughnessy, Sr., and Shaughnessy, Jr. have violated 
the net capital, record keeping, and reporting pro- 
visions of the federal securities laws. In addition, the 
proceedings are further based upon the fact that 
Shaughnessy & Co., Inc. and Shaughnessy, Sr. were 
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permanently enjoined from further violations of the net 
capital and reporting provisions of the federal securities 
laws. (See LR 7922 and 8003). 


A hearing will be scheduled by further order to take 
evidence on the staff allegations and to afford the 
respondents an oppportunity to offer any defenses 
thereto, for the purpose of determining whether the 
allegations are true and, if so, whether any action of a 
remedial nature should be ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14170/November 15, 1977 


Admin. Proc. File No. 3-4121 
In the Matter of 

DAVID T. HOFFMAN 

115 West Minnehaha Parkway 


Minneapolis, Minnesota 


NOTICE THAT INITIAL DECISION HAS BECOME 
FINAL 


The administrative law judge’s initial decision dis- 
missing these proceedings with respect to David T. 
Hoffman has become final. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14171/November 15, 1977 


Admin. Pro. File No. 3-5109 

In the Matter of the Application of 

WILLIAM E. BRANDOW 

3601 Park Center Boulevard 

Minneapolis, Minnesota 

For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 
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OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION— 
REVIEW OF DISCIPLINARY PROCEEDINGS 


Violation of Rules of Fair Practice 
Failure to File Sales Literature 


Where registered representative of member of 
registered securities association prepared and 
distributed investment company sales literature twice 
without clearing it with member, and failed to file such 
literature as required, association’s findings that re- 
presentative violated its rules of fair practice sustained, 
but sanction reduced from one-year suspension to 
censure because statements in literature found by the 
association to have been misieading were not material, 
and because applicant, in effect, had already served a 
suspension of more than a yeer. 


APPEARANCES: 
William E. Brandow, pro se 


Andrew McR. Barnes and Marshall Lichtenstein, for 
the National Associaton of Securities Dealers, Inc. 


William E. Brandow, formerly a registered repre- 
sentative of a member of the National Association of 
Securities Dealers, Inc. (‘‘NASD’’), appeals from an 
NASD decision adverse to him. The NASD suspended 
Brandow from association with any of its members for 
one year, assessed costs and censured him. The 
Association found that: (1) Brandow in September 1975 
had prepared and distributed sales literature about 
variable annuities which contravened our Statement of 
Policy on Investment Company Sales Literature; (2) 
Brandow had been cited previously for similar viola- 
tions; and (3) Brandow had acted improperly in failing 
to clear sales literature with his employer and to file it 
with the Association. 


Brandow, an officer of an insurance brokerage firm, 
was the administrator of the tax-sheltered annuity 
program (‘‘TSA’’) for aschool district in Minnesota. He 
represented three insurance companies, only one of 
which offered a variably annuity as well as a fixed 
annuity. It was for that company’s underwriter sub- 
sidiary that Brandow was a registered representative. 
In his capacity as TSA administrator, Brandow sent 
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letters annually to school district employees about the 
various annuity plans offered in the program. 


In 1973, a competitor’s agent complained to Brandow’s 
employer that Brandow’s letter did not comply with the 
Statement of Policy. Brandow was admonished by the 
company to clear his material before mailing it. In 
September 1974, Brandow mailed another letter to the 
school district employees. This time, the competitor’s 
agent lodged a complaint with the NASD. The NASD 
brought a disciplinary proceeding against Brandow 
charging violations of the Statement of Policy. But 
Brandow was not charged at that time with having 
failed to file his 1974 letter with the NASD. ' 


Prior to receiving the NASD’s decision on his 1974 
letter, Brandow set out another letter in September 
1975—the one at issue here. In this second letter, 
Brandow excised everything in his 1974 letter that had 
been cited in the NASD’s complaint as contravening the 
Statement of Policy.2, When Brandow’s employer 
learned of the 1975 letter, some two weeks after it had 
been sent out, it requested copies, forwarded them to 
the NASD for review, and terminated its contract with 
Brandow. Since October 1975, Brandow has sold no an- 
nuities, fixed or variable. 


The Statement of Policy regarding investment company 
sales literature sets forth for the guidance of issuers, 
underwriters and dealers certain types of representa- 
tions, whether express or implied, considered 
materially misleading and violative of statutory 
standards. The NASD administers the Statement of 
Policy as part of its self-regulatory system. The As- 
sociation requires that all sales literature prepared by, 
or for, its members be filed with it. One subject to the 
NASD’s jurisdiction who fails to comply with that filing 





'The present complaint charges Brandow with having 
failed to file both his 1974 and 1975 letters. 


2The NASD’s decision on his 1974 letter issued after he 
mailed his 1975 letter. Brandow appealed, and the 
Board of Governor affirmed the $1,000 fine imposed, 
which Brandow then paid. 


3NASD Manual—Investment Company Securities 
q15001-02, 5107-17, pp. 5011, 5021-32. The Associa- 
tion’s filing requirement applies to members. Section 
5(a) of Article | of the Rules of Fair Practice provides 
that “[p)ersons associated with a member shall have 
the same duties and obligations as a member under 
these Rules of Fair, Practice. NASD Manual, 92005, p. 
2011. 


requirement breaches the ethical standards to which all 
NASD members and all persons associated with such 
members must adhere.* 


The NASD found that Brandow’s letter, by its reference 
to variable annuities, and in particular by its recom- 
mendation that new participants in the TSA program 
divide their investments between variable and fixed 
annuities, constituted sales literature as defined in the 
Statement of Policy.° The NASD also found that 
Brandow did not clear either his 1974 letter or his 1975 
letter with the member. Nor did he file either letter with 
the NASD. Brandow says that he did not consider that 
his letters related to variable annuities, and con- 
sequently made no effort to clear them with his em- 
ployer or the NASD. 


The NASD’s program of reviewing sales literature 
enables it to monitor such material for compliance with 
the Statement of Policy. The effectiveness of the 
reviewing process depends on NASD’s ability to obtain 
the material. Compliance with this prophylactic re- 
quirement facilitates the early detection of violations 
and of problem areas. The failure to file timely 
frustrates such detection. 


Brandow erroneously concluded that his material lay 
outside the scope of the filing requirement. But his 
failure to file was not prompted by contempt for the 





4Article Ill, ection 1 of the NASD’s Rules of Fair 
Practice reads: ‘‘A member, in the conduct of his 
business, shall observe high standards of commercial 
honor and just and equitable principles of trade.’’ An 
interpretation of the NASD’s Board of Governors 
relating to sales literature and the filing requirement is 
appended to that rule. NASD Manual at page 2017. 


5The introduction to the Statement of Policy states, in 
pertinent part, ‘‘‘sales literature’ as used hereafter 
shall be deemed to include any communication... 
used by an issuer, underwriter, or dealer to induce the 
purchase of shares of an investment company.”’ 
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rule,® nor do we see anything here that suggests a lack 
of integrity. 


We cannot condone the failure to file. But the two 
specific items in Brandow’s letter that the NASD found 
misleading seem inconsequential and immaterial to 
us.’ Hence we reverse the Association’s finding that 
the content of the 1975 letter ran afoul of the Statement 
of Policy. 


V. 


We find the one-year suspension that the Association 
imposed on Brandow excessive. Two factors lead us to 
this conclusion. The first is that there was nothing sub- 
stantially wrong with his letter. It was not misleading. 
Nor did he act in deliberate disregard of the rule. 
Secondly, the pendency of this proceeding has pre- 
cluded Brandow from associating himself with an 
NASD member. In effect, Brandow has already served 
a lengthy suspension because of his former employer’s 
decision to terminate its relationship and because of his 
subsequent inability to obtain employment with 
another member. In these circumstances, censure is 
enough to satisfy the requirement of the public 
interest.® 





6The NASD found that Brandow had been admonished 
by his employer to clear his sales material before dis- 
tribution and that his failure to do so showed a dis- 
dainful attitude. We disagree. Brandow understood 
that his obligation extended to material promoting 
variable annuities. He incorrectly concluded that his 
letters did not do that. He also thought that, since he 
had excised from his 1975 letter all statements that the 
NASD considered misleading in his 1974 letter, he was 
not obliged to clear the 1975 literature with his 
employer, or to see to it that the material was filed with 
the NASD. That confusion was regrettable. But it can 
scarcely be deemed malicious. Brandow appears to 
have felt that in his capacity as TSA administrator for 
the school district, he had an obligation to keep the 
school employees informed of the plans available to 
them. This would explain his persistence in sending out 
what was found to be sales literature. 


7The first objectionable thing about the letter was the 
letterhead. Brandow wrote it on his firm’s stationery. 
The NASD thought that it should have been on the 
principal underwriter’s letterhead. The letter’s second 
shortcoming was the allegedly incomplete character of 
the comparisons that it made. It compared various 
fixed-dollar annuities with each other. But it gave no 
comparative data for variable annuities. The omission 
of such data was deliberate. Brandow wanted to avoid 
comparisons involving variable annuities because of the 
NASD’s earlier objections to that. 


8We leave undisturbed the assessment of costs. 
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Vi. 
An appropriate order will issue. 
By the Commission (Chairman WILLIAMS and com. 
missioners LOOMIS, EVANS, POLLACK and 
KARMEL). 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14171/November 15, 1977 


Admin. Proc. File No. 3-5109 
In the Matter of the Application of 


WILLIAM E. BRANDOW 
3601 Park Center Boulevard 
Minneapolis, Minnesota 


For Review of Disciplinary Action Taken by the 

\ 
NATIONAL ASSOCIATION OF SECURITIES ss) 
DEALERS, INC. 


ORDER MODIFYING DISCIPLINARY ACTION 
TAKEN BY REGISTERED 
SECURITIES ASSOCIATION 


On the basis of the Commission’s opinion issued this 
day, it is 


ORDERED that the one-year suspension of William E. 
Brandow from association with any member of the Na- 
tional Association of Securities Dealers, Inc., be, and 
it hereby is, reduced to a censure; and it is further 


ORDERED that the assessment of costs against 
Brandow be, and it hereby is, affirmed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 














st 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14172/November 16, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NATIONAL SECURITIES CLEARING 
CORPORATION 


(File No. SR-NSCC-77-10) 


The National Securities Clearing Corporation 
(‘‘NSCC’’) submitted on November 9, 1977, a pro- 
posed rule change, pursuant to Rule 19b-4 under the 
Securities Exchange Act of 1934. The purpose of the 
proposed rule change in general is to expand the rules 
and procedures of the SCC Division of NSCC to ac- 
commodate, in addition to current SCC Division 
services, the performance of certain existing ASECC 
and NCC Division services after approval of Phase II 
by the Commission, without the necessity at that point 
in time of NSCC Participants maintaining membership 
in multiple NSCC Divisions. The proposed rule change 
is separate from NSCC’s conversion to a single system 
providing one account settlement. 


Publication of the submission is expected to be made 
in the Federal Register during the week of November 
21, 1977. Interested persons are invited to submit 
written data, views and arguments concerning the 
submission within twenty-one days from the date of 
publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commisison, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NSCC-77-10. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
& Release No. 14173/November 16, 1977 


NOTICE OF WITHDRAWAL OF PROPOSED RULE 
CHANGE BY CHICAGO BOARD OPTIONS Ex- 
CHANGE, INC. 


File No. SR-CBOE-77-19 


The Chicago Board Options Exchange, Inc. 
(‘‘CBOE’’), by letter dated October 18, 1977, withdrew 
a proposed rule change (File No. SR-CBOE-77-19) 
under Rule 19b-4 which had been submitted on 
September 22, 1977. Notice of the proposed rule 
change was given in Securities Exchange Act Release 
No. 14029 (October 6, 1977) and the terms of sub- 
stance were published in 42 F.R. 55152 (October 13, 
1977). The withdrawn proposal would have repealed 
an earlier rule change submitted by the CBOE (File 
SR-CBOE-77-6) and approved by the Commission 
(Securities Exchange Act Release No. 13673 (June 24, 
1977)) which provides, among other things, enabling 
authority for the award of board broker appointments 
on the basis of competitive bidding and for an assess- 
ment of exchange fees upon members who utilize 
board broker services. 


Publication of the withdrawal is expected to be made 
in the Federal Register during the week of November 
21, 1977. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14174/November 16, 1977 


A notice has been issued giving interested persons 
until November 27, 1977 to request a hearing on an 
application of the Midwest Stock Exchange, In- 
corporated for unlisted trading privileges in the com- 
mon stock, $1.00 par value, of Airco, Inc. (Delaware). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14175/November 16, 1977 


Orders have been issued granting the applications of 
the Philadelphia Stock Exchange, Inc. to strike from 


SEC DOCKET/735 








listing and registration the specified securities of the 
following companies: Hughes & Hatcher, Inc., com- 
mon stock, $1.00 par value; Westmor Corporation, 
common stock, $1.00 par value; Justice Mortgage In- 
vestors, Shares of Beneficial Interest; and Capital 
Mortgage Investments, Shares of Beneficial Interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14176/November 16, 1977 


An order has been issued granting the application of 
the Midwest Stock Exchange, Incorporated to strike 
from listing and registration the common stock, no par 
value, of Great Lakes Dredge & Dock Company. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14177/November 16, 1977 


A notice has been issued giving interested persons 
until November 27 to request a hearing on applications 
of the Philadelphia Stock Exchange, Inc. for unlisted 
trading privileges in the specified securities of the fol- 
lowing companies: Continental Group, Inc. (The), 
$2.00 Cumulative Convertible Preference Stock, Series 
A, $1.00 par value; Carborundum Company (The), 
common stock, $1.50 par value; and Airco, Inc. (Dela- 
ware), common stock, $1.00 par value. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14178/November 16, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE AMERICAN STOCK EXCHANGE 


File No. SR-AMEX-77-25 
The American Stock Exchange submitted on October 
3, 1977 a proposed rule change under Rule 19b-4 to 


amend Rule 421 and Rule 924 governing supervisory 
approval procedures pertaining to discretionary power 
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in customer accounts. The proposed rule requires a 
written statement of such supervisory procedures and 
eliminates the annual inquiry into customers interest 
in continuing a discretionary account. 





Publication of the submission is expected to be made 
in the Federal Register during the week of November 
21, 1977. In order to assist the Commission to de- 
termine whether to approve the proposed rule change 
or institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-AMEX-77-25. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., and at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


a 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14179/November 16, 1977 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


CHICAGO BOARD OPTIONS EXCHANGE, 
INCORPORATED 

LaSalle at Jackson 

Chicago, Illinois 60604 


MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 
Chicago, Illinois 60603 











NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 
@:.: K Street, N.W. 
Washington, D.C. 20006 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


PACIFIC STOCK EXCHANGE, INCORPORATED 
301 Pine Street 
San Francisco, California 94104 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street & Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


File Nos.: 


SR-Amex-76-12 
SR-Amex-76-28 
SR-Amex-77-8 
SR-Amex-77-9 
SR-CBOE-76-16 
SR-CBOE-76-27 
SR-CBOE-77-5 
SR-CBOE-77-14 
SR-CBOE-77-15 
Saas: 6 
SR-MSE-77-2 
SR-MSE-77-4 
SR-MSE-77-6 
SR-MSE-77-28 
SR-NASD-77-2 
SR-NYSE-77-17 
SR-NYSE-77-21 
SR-PHLX-76-18 
SR-PHLX-77-5 
SR-PHLX-77-6 
SR-PSE-76-17 
SR-PSE-76-40 
SR-PSE-77-9 
SR-PSE-77-13 
SR-PSE-77-15 
SR-PSE-77-17 


ORDER EXTENDING TIME PERIOD FOR PUBLIC 
COMMENT ON PROCEEDINGS TO DETERMINE 
WHETHER THE FOREGOING PROPOSED RULE 
CHANGES SHOULD BE DISAPPROVED 


The self-regulatory organizations listed above have 
each filed with the Commission, pursuant to Section 
19(b)(1) of the Securities Exchange Act of 1934 (the 
}€ ‘*Act’’), 15 U.S.C. 78(s)(b)(1), and Rule 19b-4 


thereunder, 17 CFR 240.19b-4, rule or rule change 
proposals which would expand existing programs for 
trading standardized options or initiate new programs 
for such trading (the ‘‘Expansion Proposals’’). Notice 
of each proposal, together with the respective terms of 
substance thereof, was given by the publication of a 
Commission release and by publication in the Federal 
Register as follows: 


To expand the number of call option classes 
which may be listed on the American Stock 
Exchange, Inc. (‘‘Amex’’) from 80 to 100 
classes, SR-Amex-76-12, Securities Ex- 
change Act (‘‘SEA’’) Release No. 12334; 
April 12, 1976, 41 FR 16523, April 19, 1976; 


To permit the trading on Amex of options 
on underlying securities that are solely 
traded in the over-the-counter market, SR- 
Amex-76-28, SEA Release No. 13095, De- 
cember 22, 1976, 42 FR 2146, January 10, 
1976; 


To permit trading on Amex of options on 
Government guaranteed debt securities, 
SR-Amex-77-8, SEA Release No. 13559, 
June 20, 1977, 42 FR 2734, May 27, 1977; 


To permit the Amex to institute strike price 
intervals of 5 points for option sreies on 
underlying stocks priced up to $100, and 10 
point intervals for option series on stocks 
above $100, SR-Amex-77-9, SEA Release 
No. 13518, May 6, 1977, 42 FR 24779, May 
16, 1977; 


To permit the trading on the Chicago Board 
Options Exchange, Incorporated (‘‘CBOE’’) 
of options on underlying securities that are 
solely traded in the over-the-counter 
market, SR-CBOE-76-16, SEA Release No. 
12703, August 12, 1976, 41 FR 35884, 
August 23, 1976; 


To expand the number of call option classes 
which may be listed on the CBOE from 100 
to 125 classes, SR-CBOE-76-27, SEA 
Release No. 13160, January 13, 1977, 42 FR 
3911, January 21, 1977. 


To permit the CBOE to institute strike price 
intervals of 5 points for option series on un- 
derlying stocks priced up to $80, and 10 
point intervals for option series on stocks 
above $80, SR-CBOE-77-5, SEA Release 
No. 13429, April 4, 1977, 42 FR 19194, 
April 12, 1977; 
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To trade equity securities on the CBOE 
floor, SR-CBOE-77-14, SEA Release No. 
13672, June 24, 1977, 42 FR 33825, July 1, 
1977; 


To permit the trading on CBOE of options 
on Government guaranteed debt securities, 
SR-CBOE-77-15, SEA Release No. 13698, 
June 29, 1977, 42 FR 35236, July 8, 1977; 


To provide increased position limits for 
CBOE member options positions which are 
offset by related positions on the opposite 
side of the market, SR-CBOE-77-16, SEA 
Release No. 13803, July 25, 1977, 42 FR 
38949, August 1, 1977: 


To permit the Midwest Stock Exchange, In- 
corporated (‘‘MSE’’) to institute strike 
price intervals of 2% points for option 
series on underlying stocks priced up to $25 
and 5 point intervals for option series on 
stocks between $25 and $100, SR-MSE-77- 
2, SEA Release No. 13369, March 14, 1977, 
42 FR 16005, March 24, 1977; 


To permit the trading on MSE of options on 
underlying securities that are solely traded 
in the over-the-counter market, SR-MSE- 
77-4, SEA Release No. 13406, March 25, 
1977, 42 FR 19200, April 12, 1977; 


To expand the number of call option classes 
that may be listed on the MSE from 20 to 
40 classes, SR-MSE-77-6, SEA Release No. 
13431, April 5, 1977, 42 FR 19202, April 12, 
1977; 


To allow MSE option and equity members 
to hold simultaneous market maker 
appointments in both an option and its un- 
derlying stock, SR-MSE-77-28, SEA Re- 
lease No. 13707, June 30, 1977, 42 FR 
35718, July 11, 1977; 


To permit the National Association of 
Securities Dealers, Inc. to display standard- 
ized options quotations on the NASDAQ 
system under a pilot program, SR-NASD- 
77-2, SEA Release No. 13230, February 1, 
1977, 42 FR 8244, February 9, 1977; 


To permit the trading of standardized 
options on the New York Stock Exchange, 
Inc. (‘‘NYSE’’) under a pilot program, 
SR-NYSE-77-17, SEA Release No. 13674, 
June 24, 1977, 42 FR 33829, July 1, 1977; 
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To enable the NYSE to offer for sale options 
market maker annual memberships, SR- 
NYSE-77-21, SEA Release No. 13882, 
August 22, 1977, 42 FR 44052, September 
1, 1977; 


To increase the number of call option 
classes which may be listed on the Phila- 
delphia Stock Exchange, Inc. (‘‘PHLX’’) 
from 40 to 70 classes, SR-PHLX-76-18, SEA 
Release No. 13071, December 14, 1976, 41 
FR 55758, December 22, 1976; 


To permit PHLX to institute strike price 
intervals of 5 points for option series on 
underlying stocks priced below $100, and 
10 point intervals for option series on stocks 
at or above $100, SR-PHLX-77-5, SEA 
Release No. 13517, May 6, 1977, 42 FR 
24790, May 16, 1977; 


To eliminate the requirement that a wall or 
physical barrier separate option and stock 
trading activities on the PHLX, SR-PHLX- 
77-6, SEA Release No. 13689, June 28, 
1977, 42 FR 34561, July 6, 1977; 


To permit the trading on the Pacific Stock 
Exchange Incorporated (‘‘PSE’’) of options 
on underlying securities that are solely 
traded in the over-the-counter market, SR- 
PSE-76-17, SEA Release No. 12539, June 
11, 1976, 41 FR 24787, June 18, 1976; 


To expand the number of call option classes 
which may be listed on the PSE from 30 to 
50 classes, SR-PSE-76-40, SEA Release No. 
13161, January 13, 1977, 42 FR 3914, 
January 21, 1977; 


To permit the PSE to institute strike price 
intervals of 2% points for option series on 
underlying stocks priced below $25, 5 point 
intervals for option series on stocks 
between $25 and $80, and 10 point intervals 
for option series on stocks above $80, SR- 
PSE-77-9, SEA Release No. 13485, April 
28, 1977, 42 FR 23901, May 11, 1977; 


To eliminate the requirement that a wall or 
physical barrier separate option and stock 
trading activities on the PSE, SR-PSE-77- 
13, SEA Release No. 13567, May 23, 1977, 
42 FR 28178, June 2, 1977; 











To expand the number of call option classes 
which may be listed on the PSE to 80 
classes, SR-PSE-77-15, SEA Release No. 
13795, July 22, 1977, 42 FR 38952, August 
1, 1977; 


To allow PSE members to hold simul- 
taneous market maker appointments in 
both an option and its underlying stock, SR- 
PSE-77-17, SEA Release No. 13725, July 7, 
1977, 42 FR 37083, July 19, 1977. 


On October 17, 1977, in Securities Exchange Act 
Release No. 14057, the Commission instituted 
proceedings to determine whether the proposed rule 
changes cited above should be disapproved. In Re- 
lease No. 14057 the Commission also published notice 
of the grounds for disapproval under consideration and 
provided an opportunity for interested persons to 
submit, by November 16, 1977, written data, views, 
and arguments concerning the Commission’s action. 
On November 7, 1977, the Commission received a 
request from the National Association of Securities 
Dealers, Inc. (‘‘NASD’’) to extend the time period for 
comment on Release No. 14057 beyond November 16, 
1977, and on November 14, 1977, the Commission re- 
ceived a similar request from the American Stock Ex- 
change, Inc. (‘‘Amex’’). In response to staff inquiries, 
the Midwest Stock Exchange indicated that it could 
not furnish the Commission with its comments by the 
deadline date—November 16, 1977—and that an ex- 
tension would alleviate its time constraints. The other 
exchanges trading standardized options advised the 
staff that the requested extensions were not objection- 
able. Because the Commission wishes to afford as 
much opportunity for public comment on Release No. 
14057 as is practicable, the Commission, acting 
pursuant to Section 19(b)(2) of the Act, hereby extends 
the time period for public comment on Release 14057 
until November 30, 1977. The Commission is hopeful 
that further extensions of the comment period will not 
be necessary. 


Persons desiring to make written submission 
regarding Securities Exchange Act Release No. 14057 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-202 and 
Release No. 34-14057. 


Copies of all submissions will be available for 
inspection at the Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. Copies 
of individual rule change proposals cited above are 


also available at the principal office of the self- 
regulatory organization which has filed such a rule 
change proposal with the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


November 16, 1977 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20254/November 11, 1977 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


(70-6078) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that Arkansas Power & 
Light Company (‘‘Arkansas’’), an electric utility sub- 
sidiary of Middle South Utilities, Inc., a registered 
holding company, has filed an application with this 
Commission pursuant to Section 6(b) of the Public 
Utility Holding Company Act of 1935 (‘‘Act’’) and Rule 
50 promulgated thereunder regarding the following 
proposed transaction. All interested persons are 
referred to the application, which is summarized 
below, for a complete statement of the proposed trans- 
action. 


Arkansas proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50 promul- 
gated under the Act, $75,000,000 principal amount of 
its First Mortgage Bonds, % Series due December 1, 
2007. The interest rate on the bonds (which will be a 
multiple of 1/8 of 1%) and the price, exclusive of 
accrued interest, to be paid to Arkansas (which will be 
not less than 100% nor more than 102-%% of the 
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principal amount thereof) will be determined by the 
competitive bidding. The bonds will be issued under 
Arkansas’ Mortgage and Deed of Trust dated as of 
October 1, 1944, to Morgan Guaranty Trust Company 
of New York, Trustee, as heretofore supplemented and 
as to be further supplemented by a Twenty-ninth 
Supplemental Indenture to be dated as of December 1, 
1977, which includes a prohibition until December 1, 
1982, against refunding the bonds with the proceeds of 
funds borrowed at a lower effective interest cost. 


Prior to the effective date of Arkansas’ Twenty-eighth 
Supplemental Indenture dated as of July 1, 1975, 
Arkansas’ Mortgage and Deed of Trust as amended 
provided that in the computation of the ‘‘two-times 
interest’’ coverage test for the issuance of additional 
bonds, the amount of the company’s nonoperating 
income (as defined) that may be taken into account 
would not exceed 15% of the sum of net operating 
income plus nonoperating income. This provision 
differs from the analogous provision of the 
Commission’s Statement of Policy with respect to First 
Mortgage Bonds (‘‘Policy Statement’’) adopted Feb- 
ruary 16, 1956 (HCAR No. 13105), which restricts the 
inclusion of nonoperating income to an amount not ex- 
ceeding 10% of operating income. In recent years, the 
Indenture provision has resulted in higher computed 
interest coverages than would have resulted from the 
provision prescribed by the Policy Statement. 


As a first step toward conforming the Indenture 
provision with that of the Policy Statement, Arkansas’ 
Twenty-eighth Supplement Indenture dated as of July 
1, 1975, amended the Indenture provision so as to pro- 
vide that, effective with the first series of bonds to be 
issued after December 31, 1975, the amount of 
includable nonoperating income would not exceed 
14% of the sum of net operating income plus 
nonoperating income. It is proposed in the instant 
filing that Arkansas’ Twenty-ninth Supplemental 
Indenture to be dated as of December 1, 1977, provide 
that, effective with the first series of bonds to be 
issued after December 31, 1977, the amount of in- 
cludable nonoperating income shall not exceed 13% of 
the sum of net operating income plus nonoperating 
income. It is contemplated that said percentage wili be 
successively reduced further in future supplemental 
indentures so that the Indenture provision (including, 
ultimately, the base to which the percentage shall 
apply) will finally conform in substance with the 
analogous provision of the Policy Statement. 


Arkansas proposes to utilize the net proceeds from the 
issuance and sale of the proposed bonds (1) to repay 
short-term indebtedness which aggregated $43,100, 
000 as of September 30, 1977, and which was incurred 
for prior construction and (2) to fund its ongoing con- 
struction program estimated at $183,800,000 for the 
year 1977. 


740/SEC DOCKET 


Fees and expenses incident to the proposed transac- 
tion are estimated at $190,000, including counsel fees 
of $47,000 and accountants’ fees of $15,000. The fee of 
counsel for the successful bidders is estimated at 
$16,000 and is to be paid by the successful bidders. 


The Arkansas Public Service Commission and the 
Tennessee Public Service Commission have jurisdic- 
tion over the proposed issuance and sale of the bonds. 
It is stated that no other State commission and no 
Federal commission, other than this Commission, has 
jurisdiction over the proposed ‘transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 5, 1977, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any 
time after said date, the application, as filed or as it 
may be amended, may be granted as provided in Rule 
23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant exemp- 
tion from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem ap- 
propriate. Persons who request a hearing or advice as 
to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the 
date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20255/November 11, 1977 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 

















PENNSYLVANIA POWER COMPANY 
New Castle, Pennsylvania 


(70-6063) 


ORDER AUTHORIZING REVISED LEASE OF 
NUCLEAR FUEL AND RELATED FACILITIES 


Ohio Edison Company (‘‘Ohio Edison’’), a registered 
holding company, and its electric utility company 
subsidiary Pennsylvania Power Company (‘‘Penn 
Power’’) have filed an application and an amendment 
thereto with this Commission pursuant to Section 9(a) 
and 10 of the Public Utility Holding Company Act of 
1935 (‘‘Act’’) regarding the following proposed trans- 
action. 


In September 1967, Ohio Edison, Penn Power, 
Duquesne Light Company (‘‘Duquesne’’), the 
Cleveland Electric illuminating Company and the 
Toledo Edison Company (collectively referred to as the 
‘*CAPCO companies’’) announced a program for joint 
development of power generation and transmission 
facilities. As part of that program Beaver Valley Unit 
No. 1 was constructed by Duquesne and is owned by 
Duquesne, Ohio Edison and Perin Power as tenants in 
common. At present the undivided interests as 
tenants in common of Ohio Edison and Penn Power in 
Beaver Valley Unit No. 1 are 35% and 17.5% re- 
spectively. 


In 1971, Duquesne, Ohio Edison and Penn Power 
made arrangements for the leasing of the nuclear 
material expected to be required for the operation of 
Beaver Valley Unit No. 1. These arrangements, origi- 
nally with a different party, have evolved into a 
proposed Revised Nuclear Material Lease (the 
‘‘Lease’’) between Duquesne, Ohio Edison and Penn 
Power, as lessees (the ‘‘Lessees’’) and Prulease, Inc., 
as lessor (the ‘‘Lessor’’). Lessor is a subsidiary of 
Pruco, Inc., a holding company subsidiary of the 
Prudential Insurance Company of America, and was 
the lessor under previously approved leases (the 
‘‘Existing Leases’’) between the CAPCO companies 
and itself relating to nuclear material for other CAPCO 
nuclear units (HCAR No. 19612). The Lease will be 
substantially similar to the Existing Leases, taking into 
account certain proposed modifications of the Existing 
Leases. The obligations of the Lessees under the Lease 
will be several and not joint and will be based on their 
proportionate ownership interests in Beaver Valley 
Unit No. 1. 


Under the Lease, the Lessees will lease certain nuclear 
fuel and nuclear fuel assemblies and component parts 
thereof (the ‘‘Nuclear Material’’) to be used in con- 
nection with the generation of electric power by 


Beaver Valley Unit No. 1 for approximately one year, 
generally from the date that Lessor first made a pay- 
ment under the Lease toward the cost of the Nuclear 
Material, and thereafter from month to month until 
the Lease is terminated pursuant to its terms. Lessor 
is obligated to pay the cost of the Nuclear Material 
(the ‘‘Acquisition Cost’’), and if any part of the Acqui- 
sition Cost is paid by the Lessees, Lessor will promptly 
reimburse Lessees. At the option of the Lessees, any 
rent paid by Lessee to Lessor with respect to any 
Nuclear Materia! prior to completion of the first 200 
full power hours of burn of the Nuclear Material and 
closing costs payable by Lessees to Lessor with respect 
to the Lease, will be considered an Acquisition Cost 
under that Lease. The Lessees will assign to the 
Lessor all contracts relating to the purchase of or 
services to be performed with respect to Nuclear 
Material, and the Lessor will reimburse the Lessees 
for all payments theretofore made with respect to such 
contracts. 


Under the Lease, the Lessees assume all risks of loss 
or damage to the Nuclear Material and are responsible 
for keeping the Nuclear Material in good operating 
condition and repair. If such insurance is available, the 
Lessees are obligated to procure physical damage 
insurance in an amount not less than the Lessor’s 
unrecovered Acquisition Cost as it exists from time to 
time, and liability insurance to the extent required by 
applicable laws, rules, or regulations. The Lessees 
may self-insure to the extent permitted by applicable 
laws, rules or regulations and agreed to by the Lessor. 
The Lessor and its affiliates are fully indemnified by 
the Lessees against all claims, demands, liabilities, 
costs and expenses arising as a result of the Lessor’s 
having leased the Nuclear Material, except for certain 
costs and expenses which are the responsibility of the 
Lessor under the Lease. In general, the Lessees are 
obligated to pay all costs associated with the Nuclear 
Material and the leasing thereof which are not to be 
paid by Lessor as an Acquisition Cost or otherwise 
under the Lease. 


Rental payments under the Lease differ depending on 
whether the Nuclear Material is ‘‘Basic’’ or 
‘‘Supplemental’’ and whether it is carried on an 
Interim Leasing Record or a Final Leasing Record. 
Nuclear Material is carried on an Interim Leasing 
Record when it is not actually installed for operation in 
a nuclear reactor and thereafter until the first day of 
the month on or after which such Nuclear Material has 
completed its first 200 full power hours of burn. 
Nuclear Material not carried on an Interim Leasing 
Record is carried on a Final Leasing Record. All 
Nuclear Material is ‘‘Basic’’ Nuclear Material except 
to the extent that it is designated ‘‘Supplemental’’ 
Nuclear Material on a leasing record. At no time can 
the unrecovered Acquisition Cost of ‘‘Basic’’ Nuclear 
Material exceed $30,000,000. 
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The Lease requires periodic (usually monthly) rental 
payments. While the Nuclear Material is carried on an 
Interim Leasing Record the amount of any specific 
rental payment is determined by allocating Lessor’s 
then unrecovered Acquisition Cost with respect to that 
Nuclear Material equally over a 360-day period and by 
multiplying a portion of the amount so allocated (the 
portion attributable to the number of days equal to the 
number of days covered by the rental payment) by a 
percentage equal to the sum of 1-%2% (in the case of 
‘*Basic’’ Nuclear Material) or 1-%4% (in the case of 
‘*Supplemental’’ Nuclear Material, but such figure is 
1-%% in any month in which the prime rate of 
Morgan Guaranty Trust Company or the rate of 
interest paid by Lessor on its commercial paper, 
whichever is higher, is less that 8%) plus the higher of 
(i) the prime rate of Morgan Guaranty Trust Company 
or (ii) the rate of interest paid by Lessor on its 
commercial paper. For the first two full calendar 
months that Nuclear Material is carried on a Final 
Leasing Record, rental payments are the same as they 
would be under an Interim Leasing Record. 
Thereafter, the amount of any specific rental payment 
is the amount payable while the Nuclear Material is 
being carried on an Interim Leasing Record plus an 
amount designed to permit the Lessor to recover the 
Acquisition Cost associated with that Nuclear Material 
over the period during which such Nuclear Material is 
expected to be utilized in connection with the 
generation of electric power, taking into account any 
anticipated salvage value with respect thereto. 


The Lease is subject to termination by notice or 
otherwise pursuant to its terms. Depending on the 
circumstances of the termination, the Lessor is entitled 
to receive the fair market value of the Nuclear 
Material or its unrecovered Acquisition Cost with 
respect thereto (the ‘‘Termination Price’’). However, 
the Lessor shall never receive less than its 
unrecovered Acquisition Cost upon any termination of 
the Lease. In certain circumstances, the Lessees are 
entitled to take title to the Nuclear Material upon 
payment of the applicable Termination Price. In other 
events, the Lessor retains title while the Lessees (if it 
is a non-default situation) seek Ito sell the Nuclear 
Material on behalf of the Lessor. The Lessees are then 
obligated to pay the Lessor the unrecovered 
Acquisition Cost and are entitled to a reimbursement 
from the Lessor out of the proceeds of any such sale 
up to the amount of the unrecovered Acquisition Cost 
so paid. 


Specified events of default under the Lease can trigger 
termination of the Lease and/or other remedies, 
including the right to repossess the Nuclear Material. 
If one of the Lessees defaults, the non-defaulting 
companies have the right to cure any such default. 
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Under the Lease, unrecovered Acquisition Costs for 
Beaver Valley No. 1 may not exceed $70,000,000. The 
allocable percentages of Ohio Edison and Penn Power 
with respect thereto are 35% and 17.5%, respectively 
(i.e., $24,500,000 and $12,250,000, respectively). 


Under certain conditions, the Lease permits Nuclear 
Material to be transferred for lease under any other 
lease of Nuclear Material between some or all of the 
CAPCO companies and the Lessor and permits 
Nuclear Material covered by any other such lease to be 
transferred for lease under the Lease. If any such 
transfers are made and the lease from which the 
Nuclear Material is taken or to which it is added 
relates to a unit in which the ownership interests of 
Ohio Edison and Penn Power differ from their owner- 
ship interests in Beaver Valley Unit No. 1, there may 
be a disposition or acquisition of a utility asset by Ohio 
Edison or Penn Power. In the event that such transfer 
adds Nuclear Material to the Lease and results in an 
increase in the dollar amount of the then remaining 
proportional obligation of either Ohio Edison or Penn 
Power under the Lease to an amount greater than that 
stated above, Ohio Edison or Penn Power, as the case 
may be, would notify the Commission and request 
authorization for such transfer. 


Ohio Edison and Penn Power propose to charge the 
rent under the Lease to fuel expenses and to account 
for the transaction as a lease rather than as a 
purchase.The fees and expenses to be incurred in 
connection with the proposed transaction by Ohio 
Edison and Penn Power are estimated at $4,100 and 
$1,100, respectively, including legal fees of $2,400 for 
Ohio Edison and $600 for Penn Power. No state 
commission and no federal commission, other than 
this Commission has jurisdiction over the proposed 
transaction, except that the Nuclear Regulatory Com- 
mission has jurisdiction over the ownership, posses- 
sion, storage and handling of nuclear Material. 


Due notice of the filing of said applicating has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20210), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application, as 
amended, be granted: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended, be, and it hereby is, granted, subject to 
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the terms and conditions prescribed 
promulgated under the Act. 


in Rule 24 
-or the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20256/November 11, 1977 


In the Matter of 


JERSEY CENTRAL POWER AND LIGHT COMPANY 
Madison Avenue at Punch Bowl Road 
Morristown, New Jersey 07960 


(70-6083) 
NOTICE OF PROPOSED SALE OF UTILITY ASSET 


NOTICE IS HEREBY GIVEN that Jersey Central 
Power and Light Company (‘‘Jersey Central’’), an 
electric utility subsidiary of General Public Utilities 
Corporation, a registered holding company, has filed a 
declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (‘‘Act’’), 
designating Section 12(d) of the Act and Rule 44 
promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
declaration, which is summarized below, for a 
complete statement of the proposed transaction. 


Jersey Central proposes to sell to Waiter Zimmerer 
and Son, a non-affiliated partnership, approximately 
1.79 acres of land, together with a brick combination 
office building and operating headquarters, located on 
Newman Springs Road in the Borough of Red Bank, 
Monmouth County, New Jersey, for a cash 
consideration of $260,500. Jersey Central states that 
this property is part of a larger tract acquired by it or 
its predecessor constituent corporations via several 
purchases beginning in 1911. The present building 
was constructed in 1957 and was used as a district 
operating headquarters from that date until 1964 when 
the functions which were conducted there were 
transferred to other districts for reasons of economy 
and efficiency. Jersey Central states that since that 
time the building has been unoccupied and unused. 


The pror,sed sale price was determined by 
competitive bidding in accordance with the rules of the 
Board of Public Utilities of the State of New Jersey, 


invitations for such bids having been published on 
May 27 and June 3, 1977, and no other bid having 
been received. 


Jersey Central states that they carry the property 
proposed to be sold on their books at $415,777, which 
is equal to the original cost thereof, including 
acquisition expenses and overheads. It is stated that 
the accumulated provision for depreciation with 
respect to the property to be sold as of June 30, 1977 
was $146,647, so that Jersey Central’s book cost at 
such date was $269,130. 


It is stated that the fees and commissions to be 
incurred in connection with the proposed transaction 
are estimated at $5,032.10, including $1,500 in legal 
fees. It is stated that the Board of Public Utilities of 
the State of New Jersey has jurisdiction with respect to 
Jersey Central’s proposed sale. It is further stated that 
no other state commission and no federal commission, 
other than this Commission, has jurisdiction with 
respect to the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 6, 1977, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the declarant at the above-stated address and proof of 
service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any 
time after said date, the declaration, as filed or as it 
may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20257/November 14, 1977 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


(70-5940) 


NOTICE OF POST-EFFECTIVE AMENDMENT 
REGARDING PROPOSED INCREASE IN AMOUNT 
OF OUTSTANDING NOTES TO BANKS AND 
COMMERCIAL PAPER AND EXCEPTION FROM 
COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Louisiana Power & 
Light Company (‘‘Louisiana’’), a public-utility 
subsidiary company of Middle South Utilities, Inc. 
(‘‘Middle South’’), a registered holding company, has 
filed with this Commission a post-effective amendment 
to the declaration in this proceeding pursuant to 
Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) and Rule 50(a)(5) 
promulgated thereunder regarding the following 
proposed transactions. All interested persons are 
referred to the declaration, as now amended, for a 
complete statement of the proposed transactions. 


By order of this proceeding dated December 28, 1976 
(HCAR No. 19825), the Commission authorized 
Louisiana to issue and sell its short-term notes to a 
group of banks and to a commercial paper dealer 
through December 31, 1978, with maturities not later 
than December 31, 1978, in an aggregate principal 
amount of all such borrowings at any one time outstand- 
ing not exceeding $85,000,000. The presently effective 
loan commitments from such banks terminate in Decem- 
ber 31, 1977. Louisiana now proposes that the aggregate 
principal amount of all such borrowings that it is 
permitted to have outstanding at any one time through 
December 31, 1978, be increased to $100,000,000. In 
such connection, it has obtained an increase in the 
amount of the commitment from its commercial paper 
dealer to $75,000,000 and new bank loan commitments 
for the period through December 31, 1978. The 
respective maximum principal amounts at any one 
time outstanding which are proposed to be borrowed 
by Louisiana during such period from the participating 
banks (some of which commitment amounts have been 
increased and three of which participating banks are 
new participants) are as follows: 
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Maximum Amount 
The Chase Manhattan Bank 

(N.A.), New York, N.Y. $49,000,000 & 
Irving Trust Company, New York, N.Y. 10,000,000 
Whitney National Bank of New . 

Orleans, La. 8,000,000 
First National Bank of Commerce 

New Orleans, La. 6,000,000 
Manufacturers Hanover Trust Company, 

New York, N.Y. 5,000,000 } 
First National Bank of Louisville, 

Kentucky 5,000,000 
Bank of Virginia, Norfolk, Va. 5,000,000 
Hibernia National Bank, New 

Orleans, La. 5,000,000 
National American Bank of New 

Orleans, La. 2,500,000 
The National Bank of Commerce in 

Jefferson Parish, New Orleans, La. 750,000 
First State Bank & Trust Company, 

Bogalusa, La. 640,000 
The Bank of New Orieans and Trust 

Company, New Orleans, La. 500,000 
Central Bank, Monroe, La. 500,000 
Assumption Bank & Trust Company, 

Napoleonville, La. 240,000 
First National Bank of Jefferson 

Parish, Gretna, La. 200,000 
First National Bank of West Monroe, La. 150,000 
American Bank & Trust Company in 

Monroe, La. 100,000 ' 
Bank of Louisiana in New Orleans, La. 100,000 
Bastrop National Bank, Bastrop, La. 100,000 
Guaranty Bank & Trust Company, 

Gretna, La. 100,000 
Metairie Bank & Trust Co., Metairie, La. 100,000 
TerrebonnN Bank & Trust Company, 

Houma, La. 100,000 
Ouachita National Bank, Monroe, La. 100,000 
Bank of the South, Gretna, La. 80,000 
First Guaranty Bank, Hammond, La. 75,000 
Franklin State Bank & Trust Company, 

Winnsboro, La. 50,000 
Winnsboro State Bank & Trust Co., 

Winnsboro, La. 50,000 
Bank of Morehouse, Bastrop, La. 25,000 
Citizens Bank & Trust Company, 

Thibodaux, La. 20,000 

$99,480,000 ! 


The terms of the borrowings from the Louisiana banks 
and of the sale of commercial paper notes are 
unchanged from the presently effective commitments. 
As noted below, compensating balances are now being 
required by the non-Louisiana banks. 
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The proposal bank loans will be evidenced by 
unsecured promissory notes of Louisiana, each to the 
order of the lending bank, maturing not later than 
December 31, 1978, and bearing interest at the prime 
rate in effect from time to time at certain New York 
banks. Such notes will be subject to prepayment in 
whole at any time or in part from time to time without 
penalty or premium. 


Louisiana maintains accounts with the lending 
Louisiana banks and at September 30, 1977, the 
balance in such accounts aggregated $1,389,754. It is 
stated that, although the balances in some of these 
Louisiana accounts may be deemed to be 
compensating balances, most of these bank accounts 
are working accounts and fluctuations in their balances 
do not reflect or depend upon fluctuations in the 
respective amounts of such bank loans outstanding. 
The minimum balances customarily maintained in 
such bank accounts aggregate $1,291,000. If minimum 
balances of 10% or 20% were required, the effective 
rate of interest would be 8.61% or 9.69%, 
respectively, using a prime rate of 7-34%. The interest 
rate charged by the Louisiana banks will be the prime 
rate in effect from time to time at The Chase 
Manhattan Bank (N.A.), presently 7-%4%. 


Each of the above non-Louisiana banks will require a 
compensating balance with respect to the amount of 
its loan commitment and/or a compensating balance 
with respect to the amount of its loans to Louisiana 
outstanding, but in no case will such compensating 
balace or the total of such compensating balances 
exceed 20%. Assuming a 7-%4% prime rate and a 20% 
compensating balance, the effective interest cost on 
loans from the non-Louisiana banks would be 9.69%. 
The interest rate charged by each non-Louisiana bank 
will be its prime rate in effect from time to time. 


Louisiana’s construction program contemplates ex- 
penditures of approximately $206,000,000 in 1977 and 
$226 ,006,000 in 1978. It is stated that the net proceeds 
of the proposed borrowings will be used, together with 
other funds available to Louisiana, for the construction 
of new facilities, for additions and improvements to 
present facilities, and for other corporate purposes. 


It is stated that no State or Federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions and that no special or separate 
expenses are anticipated. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 9, 1977, request 
in writing that a hearing be held with respect to said 
post-effective amendment to the declaration, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
post-effective amendment which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the declarant at the above-stated address, 
and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the 
request. At any time after said date, the declaration, 
as now amended or as it may be further amended, 
may be permitted to become effective as provided in 
Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20258/November 15, 1977 


In the Matter of 


OHIO EDISON COMPANY 
76 South Main Street 
Akron, Ohio 44308 


(70-6091) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
COMMON STOCK PURSUANT TO A DIVIDEND 
REINVESTMENT AND STOCK PURCHASE PLAN; 
REQUEST FOR EXEMPTION FROM COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that Ohio Edison 
Company (‘‘Ohio Edison’’), a registered holding 
company, has filed an application-declaration with this 


SEC DOCKET/745 








Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) designating Sections 
6(a) and 7 of the Act and Rule 50 promulgated 
thereunder as applicable to the proposed transaction. 


All interested persons are referred to the 
application-declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


Ohio Edison proposes to issue and sell not more than 
1,000,000 shares of its authorized but unissued shares 
of common stock, par value $9 per share (the 
**Additional Common Stock’’) pursuant to its Dividend 
Reinvestment and Stock Purchase Plan (the ‘‘Plan’’). 
It is anticipated that the shares of Additional Common 
Stock will be issued and sold from time to time 
through October 31, 1979. 


By order dated April 26, 1977 (HCAR No. 20000), the 
Commission authorized the issuance and sale through 
April 30, 1979, pursuant to the Plan of not more than 
275,000 shares of the Company’s common stock. 
Although no precise number will be known until 
December 31, 1977, the Company currently estimates 
that, of the 275,000 shares, approximately 5,000 
shares will remain unsold as of December 31, 1977. 
Therefore, Ohio Edison also proposes to add any such 
shares which remain unsold to the Additional Common 
Stock and to sell all such shares pursuant to the Plan, 
as amended, no later than October 31, 1979. 


The Additional Common Stock will be offered to all of 
Ohio Edison’s common stockholders pursuant to a 
voluntary plan whereby such stockholders may elect to 
(a) have dividends on their shares of common stock 
reinvested or, (b) continue to receive their cash 
dividends on shares registered in their names and 
invest by making optional cash payments of not less 
than $10 per payment nor more than a total of $5,000 
per quarter, or (c) invest both their cash dividends and 
such optional cash payments. 


No service charge or commission will be paid by 
participants in connection with purchases under the 
Plan, and participants will retain all voting rights 
relating to shares purchased under the Plan. A 
participant will be able to withdraw from the Plan at 
any time upon written notice. 


It is stated that the Plan is being amended to provide 
that effective January 1, 1978, the purchase price of 
shares of common stock purchased with reinvested 
cash dividends will be an amount equal to 95% of the 
average of the high and low prices for Ohio Edison’s 
common stock, as reported in The Wall Street Journal 
report of NYSE-Composite Transactions, on the 
investment date as of which the purchase is made. The 
purchase price of shares purchased with optional cash 
payments will be an amount equal to 100% of such 
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Ohio Edison will announce the Plan to all of its new _ 
stockholders by addressing to them a brochure | 


describing the Plan. The continued existence of the 
Plan will occasionally be brought to the attention of all 


non-participants by a remailing of such brochure. All | 


current participants in the Plan, all stockholders who 
so request and all stockholders who join the Plan will 
be sent a copy of a complete prospectus. 


The reason for the proposed issuance of the Additional 
Common Stock is to provide funds for Ohio Edison to 
continue its ongoing construction program and to 
repay a portion of its unsecured short term debt. Ohio 
Edison estimates its total plant additions for 1977 at 
$351 013,000. 


Ohio Edison considers that the issuance and sale of 
shares of Additional Common Stock through the 
reinvestment of dividends to be exempted from the 
requirements of Rule 50 by virtue of Rule 50(a)(1). 
With respect to the issuance and sale of shares of 
Additional Common Stock through optional cash 
payments, Ohio Edison requests an exemption from 
the competitive bidding requirements of Rule 50 
pursuant to Rule 50(a)(5). 


The fees and expenses to be incurred in connection 
with the proposed transaction will be supplied by 
amendment. The Public Utilities Commission of Ohio 
has jurisdiction over the proposed issuance and sale of 
the Additional Common Stock. No other state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN, that any interested 
person may, not later than December 9, 1977, request 
in writing that a hearing be held on such matter, stat- 
ing the nature of his interest, the reasons for such re- 
quest, and the issues of fact or law raised by said ap- 
plication-declaration which he desires to controvert; or 
he may request that he be notified if the commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549. A copy 
of such request should be served personally or by mail 
upon the applicant-declarant at the above-staed ad- 
dress, and proof of service (by affidavit or, in case of an 
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attorney at law, by certificate) should be filed with the re- | 


quest. At any time after said date, the application-decla- 
ration, as filed or as it may be amended, may be granted 
and permitted to become effective as provided in Rule 
23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) 
and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
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any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponement: thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10007/November 10, 1977 


In the Matter of 


FUND FOR GOVERNMENT INVESTORS, INC. 
1735 K Street, Northwest 
Washington, D.C. 20005 


(812-4216) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR ORDER OF 
EXEMPTION FROM SECTION 2(a) (41) OF THE ACT 
AND RULES 2a-4 AND 22c-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Fund for Government 
Investors, Inc. (“Applicant”) registered under the 
Investment Company Act of 1940 (the “Act”) as a 
diversified, open-end, management investment com- 
pany, filed an application on October 28, 1977, and an 
amendment thereto on November 7, 1977, for an order 
of the Commission, pursuant to Section 6(c) of the 
Act, exempting Applicant from the provisions of 
Section 2(a) (41) of the Act and Rules 2a-4 and 22c-1 
thereunder, to the extent necessary to permit 
Applicant to value its assets in the manner set forth in 
the application, which generally would be the 
“amortized cost” method of valuation. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


:Applicant states that it is a “money market fund” 
designed as an investment vehicle for investors who 
wish to invest for short periods of time, and that is 
investment objective is to achieve current income with 
safety of principal. Money Management Associates is 
Applicant’s investment adviser. 


Applicant further states that its portfolio is restricted 
to short-term U.S. government securities; that its 
average portfolio maturity normally averages between 
60 and 150 days; and that investments are generally 
held to maturity. 


The Applicant submits that the investors that utilize it 
as a vehicle for investing in the short-term money 
market would be fairly treated if Applicant were forced 
to abandon amortized cost as a method for valuing 
securities. It states that these investors currently use 
amortized cost as a basis for carrying their direct 
investments in the money market, and that, 
furthermore, they have selected Applicant, which 
states in its prospectus that it uses- amortized cost 
and describes the effect thereof on its portfolio during 
rising and falling interest rates, over other “money 
market” funds that utilize the mark-to-market 
valuation method. 


According to the application, as of September 30, 
1977, Applicant had approximately $37 million in net 
assets; approximately 60% of Applicant’s assets were 
held by trust departments, brokers, and investment 
counsellors; and approximately 7% was held by 
individuals. Applicant asserts that it is owned 
primarily by large, sophiscated investors and that, 
while those investors are not concerned with 
differences which might occur between yield 
computed by pricing to a market and yield computed 
by using amortized cost, they are adamant that the 
yield not exhibit volatility which may occur through 
use of “mark-to-market” valuation methods. 


As here pertinent, Section 2(a) (41) of the Act defines 
“value” to mean: (1) with respect to securities for 
which market quotations are readily available, the 
market value of such securities, and (2) with respect 
to other securities, fair value as determined in good 
faith by the board of directors. 


Rule 22c-1 adopted under the Act provides, in part, 
that no registered investment company issuing any 
redeemable security shall sell, redeem, or repurchase 
any such security except at a price based on the 
current net asset value of such security which is next 
computed after receipt of a tender of such security for 
redemption or of an order to purchase or sell such 
security. Rule 2a-4 adopted under the Act provides, as 
here relevant, that the “current net asset value” of a 
redeemable security issued by a registered investment 
company used in computing its price for the purposes 
of distribution and redemption shall be an amount 
which reflects calculations made substantially in 
accordance with the provisions of the Rule, with 
estimates used where necessary or appropriate. Rule 
2a-4 further provides that portfolio securities for 
which market quotations are readily available shall be 
valued at current market value, and other securities 
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shall be valued at fair value as determined in good 
faith by the board of directors. 


Section 6(c) of the Act provides, in part, that the 
Commission may, upon application, exempt any 
person, security or transaction, or any class or 
classes of persons, securities or transactions, from 
any provision or provisions of the Act and the rules 
thereunder, if and to the extent that such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


Applicant has requested an order of the Commission 
pursuant to Section 6(c) of the Act exempting it from 
the provisions of Section 2(a) (41) of the Act and 
Rules 2a-4 and 22c-1 thereunder to the extent 
necessary to permit Applicant’s portfolio securities to 
be valued at amortized cost, whether or not market 
quotations are readily available. 


Applicant states that its request for exemption is 
made based upon its existing management policies, 
and has agreed that the order it seeks may be 
conditioned upon the following: 


1. That investments will be made only in 
instruments having a remaining maturity of 
one year or less, and that the portfolio will 
be managed so that the average maturity of 
all investments in the portfolio (on a 
dollar-weighted basis) will be 120 days or 
less. Applicant will schedule the maturity 
dates of its investments, and maintain 
overnight investments, in order that 
redemptions of its shares in the largest 
foreseeable volume may be made without 
the necessity of disposing of portfolio 
Securities. 


2. It will not sell instruments in_ its 
portfolio prior to maturity unless such sale 
is mandated by redemption requirements, 
or other extraordinary circumstances not 
presently foreseeable. 


3. That it henceforth will offer its shares 
only to present shareholders and to 
institutional investors, with a required 
initial single or group minimum purchase 
of $50,000. 


4. That it will describe in its prospectus 
its fundamental investment policy and the 
impact of valuing its investments using the 
amortized cost method as compared to 
mark-to-market. 
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5. That the Board of Directors will 
continuously review market conditions to 
assure that the amortized cost method of 
portfolio valuations represents fair value as 
determined in good faith by the Board of 
Directors. If a change in the method of 
valuation of portfolio securities is deemed 
necessary, the Board of Directors will 
revise the method of valuation in order to 
approximate more closely the market value 
of portfolio securities. 


6. That, as soon as practicable, it will 
initiate a policy of reserving the right to 
honor redemption requests in whole or part 
by a distribution in kind of portfolio 
securities in lieu of cash, such policy to be 
implemented if the Board of Directors 
determines that a material adverse effect 
would be experienced by the remaining 
investors if a redemption request was 
satisfied wholly or partly in cash. 


Applicants submit that the requested exemption is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 30, 1977, at 5:30; 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant at the address stated above. Proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgatec 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10008/November 11, 1977 


In the Matter of 


GREATEASTERN FUND OF BOSTON, INC. 
118 North Pitt Street 
Mercer, Pennsylvania 16137 


(811-1392) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
INVESTMENT COMPANY ACT OF 1940 DECLAR- 
ING THAT GREATEASTERN FUND OF BOSTON, 
INC., HAS CEASED TO BE AN INVESTMENT 
COMPANY. 


On October 13, 1977, a notice was issued (Investment 
Company Act Release No. 9957) stating that 
Greateastern Fund of Boston, Inc. (‘‘Applicant’’), 
registered under the Investment Company Act of 1940 
(‘‘Act’’?) as an open-end, diversified management 
investment company, filed an appiication on March 7, 
1977, and an amendment thereto on September 28, 
1977, pursuant to Section 8(f) of the Act, for an order 
of the Commission declaring that Applicant has ceased 
to be an investment company as defined in the Act. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
Applicant has ceased to be an investment company. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Greateastern Fund of Boston, 
Inc., under the Act shall forthwith cease to be in 
effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10009/November 11, 1977 


In the Matter of 


ESSEX FUND, INC. 
82 Devonshire Street 
Boston, Massachusetts 02109 


(811-1034) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
INVESTMENT COMPANY ACT OF 1940 DECLAR- 
ING THAT ESSEX FUND, INC., HAS CEASED TO 
BE AN INVESTMENT COMPANY. 


On October 11, 1977, a notice was issued (Investment 
Company Act Release No. 9954) stating that Essex 
Fund, Inc. (‘‘Fund’’), registered under the Investment 
Company Act of 1940 (‘‘Act’’) as an open-end 
diversified management investment company, filed an 
application on September 6, 1977, pursuant to Section 
8(f) of the Act, for an order of the Commission 
declaring that the Fund has ceased to be an 
investment company as defined in the Act. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued as of course unless 
a hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the Fund has ceased to be an investment company. 
Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Essex Fund, Inc., under the 
Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 
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CMA MONEY TRUST 

One Liberty Plaza 

165 Broadway 

New York, New York 10006 


(812-4151) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PRICING PRO- 
VISIONS OF RULE 22c-1 UNDER THE ACT 


On October 14, 1977, a notice was issued (Investment 
Company Act Release No. 9958) of an application filed 
by CMA Money Trust (the ‘‘Applicant’’), registered 
under the Investment Company Act of 1940 (the 
‘‘Act’’) as an open-end diversified management 
investment company, pursuant to Section 6(c) of the 
Act for an order of the Commission for relief from the 
requirements of Rule 22c-1 under the Act to permit the 
Applicant to determine the net asset value of its 
shares for purposes of purchases and redemptions of 
its shares once on each day that the New York Stock 
Exchange is open, at 12 noon, New York City Time. 


The Notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is appropriate 
in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, 
that the application of CMA Money Trust for 
exemption from the provisions of Rule 22c-1 under the 
Act, to the extent requested, be and hereby is, 
granted, effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 

MULTI-AMP CORPORATION 
4271 Bronze Way 

Dallas, Texas 75237 


(812-4204) 


NOTICE OF FILING OF APPLICATION PURSUANT | 


TO SECTION 17(b) OF THE ACT FOR AN ORDER 
EXEMPTING A PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Multi-Amp 
Corporation (‘‘Applicant’’), a New Jersey corporaton, 
filed an application on October 12, 1977, for an order 
pursuant to Section 17 (b) of the Investment Company 
Act of 1940 (‘‘Act’’) exempting from the provisions of 
Section 17 (a) of the Act Applicant’s proposed 
purchase of 89,000 of its common stock from the 
National Growth Fund (‘‘Fund’’), a fund of the 
National Securities Funds, an investment company 
registered under the Act. All interested persons are 
referred to the application on file with the Commission 
for a statement of the representations contained 
therein, which are summarized below. 


The Applicant is engaged in various aspects of the 
electrical testing business; it designs, manufactures, 
sells and rents electrical testing and measurement 
equipment and protective devices. The Applicant is 
not subject to the registration provisions of the Act. 
The Fund is a registered investment company, 
managed by National Securities & Research Corp. 
(‘‘Management Company’’). 


The Applicant states that the Fund, having originally 
purchased Applicant’s shares between 1967 and 1970, 
has been a long-term investor in the Applicant. It is 
further stated that, at the present time, the Fund’s 
89,000 shares of Applicant constitute approximately 
9.8% of the Applicant’s issued and outstanding 
common shares. Accordingly, the Applicant is an 
‘affiliate’ of the Fund within the meaning of Section 
2(a)(3) of the Act, which defines an ‘‘affiliated 
person’’ of another person to include any person 5 per 
cent or more of whose outstanding voting securities 
are directly or indirectly owned, controlled, or held 
with power to vote by such other person. 


It is maintained that although the Applicant is an affi- 
liate of the Fund, no control relationship exists 
between the two parties. There are no representatives 
of the Fund on the Applicant’s board of directors, and 
the Applicant’s directors are not elected through 
cumulative voting. In addition, the Applicant and the 
Management Company have no common directors. 


The Applicant further asserts that the Fund has never ) 
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exercised direct or indirect influence over the manage- 
ment and operation of the Applicant. 


On September 29, 1977, the Fund offered to sell all of 
its Multi-Amp shares to Applicant for a cash price of 
$6.30 per share. The American Stock Exchange closing 
price for the Applicant’s shares on September 30, 1977 
was $4.00 per share. 


After entering the agreement with the Fund, the 
Applicant’s Board of Directors decided that all of the 
Applicant’s shareholders should be given the 
opportunity to sell their shares to the company on the 
same terms, but in a subsequent transaction. Accord- 
ingly, the application states that Applicant intends to 
make a cash tender offer to all of its shareholders for 
the purchase of their common stock at $6.30 per share. 
This tender offer will be separate and distinct from the 
transaction between the Applicant and the Fund, and 
the Applicant will not make any recommendations as 
to whether or not its shareholders should tender any or 
all of their shares. 


Section 17(a)(2) of the Act, with certain exceptions not 
here relevant, prohibits an affiliated person, acting as 
principal, knowingly to purchase from a registered 
company, or from any company controlled by such 
registered company, any security or other property. 
Section 17(b) of the Act provides that the Commission, 
upon application, may exempt a transaction from the 
provisions of Section 17(a) of the Act if the evidence 
establishes that the terms of the transaction, including 
the consideration to be paid or received, are reason- 
able and fair and do not involve overreaching on the 
part of any person concerned, and that the proposed 
transaction is consistent with the policy of the regis- 
tered investment company concerned and the general 
purposes of the Act. 


The Applicant states that the purchase of its shares 
from the Fund clearly meets all of the criteria of 
Section 17(b) of the Act. It is maintained that there is 
no basis for contention that this transaction involves 
self-dealing by the Fund or its management group. 
The Fund’s offer to sell its shares to the Applicant 
purportedly resulted from an independent, good faith 
investment decision. Applicant claims the price of 
$6.30 per share was agreed upon through arm’s length 
negotiations between the Applicant and the 
Management Company and is reasonably related to 
the Applicant’s net worth and earnings record. The 
price also represents a premium over the $4.00 per 
share closing price on the American Stock Exchange 
on September 30, 1977, the day the transaction was 
announced. 


The Fund’s primary investment objective is long-term 
capital appreciation, marked by prudent sales 
consistent with the best interest of its shareholders. 


The Fund purchased its shares of the Applicant more 
than seven years ago, and is now selling these shares 
at a price higher than that obtainable on the open 
market. Accordingly, Applicant argues that this trans- 
action is entirely consistent with the Fund’s primary 
investment objectives, as well as with the other invest- 
ment policies recited in its registration statements and 
reports filed under the Act. 


Finally, Applicant contends that the proposed trans- 
action is consistent with the general purposes of the 
Act to mitigate and eliminate abuses in the investment 
company industry and that the Act may not have been 
intended to cover this situation, where an operating 
company is an ‘‘affiliate’’ of an investment company 
merely because its securities are held by an invest- 
ment company. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 5, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a state- 
ment as to the nature of his interest, the reason for 
such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


NEWTON INCOME FUND, INC. 


NEWTON SELECT FUND, INC. 
and 


HERITAGE INVESTMENT ADVISORS, INC. 
733 North Van Buren Street 
Milwaukee, Wisconsin 53202 


(812-4174) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED MERGER FROM SECTION 
17(a), PURSUANT TO SECTION 17(d) AND RULE 
17d-1 THEREUNDER PERMITTING PROPOSED 
TRANSACTION AND PURSUANT TO SECTION 6(c) 
EXEMPTING AN ISSUANCE OF SECURITIES FROM 
SECTION 22:c; AND RULE 22c-1 THEREUNDER. 


Newton Income Fund, Inc. (‘‘income’’) and Newton 
Select Fund, Inc. (‘‘Select’’), both open-end, diversi- 
fied management investment companies registered 
under the Investment Company Act of 1940 (‘‘Act’’), 
and Heritage Investment Advisors, Inc. (‘‘Heritage’’), 
the investment adviser for Income and Select, filed an 
application on August 15, 1977, for orders, pursuant to 
Section 17(b) of the Act, exempting from Section 17(a) 
of the Act the proposed merger of Select into Income; 
pursuant to Section 17(d) of the Act and Rule 17d-1 
thereunder, permitting Income, Select and Heritage to 
participate in the proposed merger, and pursuant to 
Section 6(c) of the Act, exempting the issuance of 
Income shares from the provisions of Section 22(c) of 
the Act and Rule 22c-1 thereunder. 


On October 17, 1977, a notice was issued (Investment 
Company Act Release No. 9961) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the Commis- 
sion has not ordered a hearing. 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed merger are reasonable and 
fair and do not involve overreaching on the part of any 
person concerned, and that the proposed transaction is 
consistent with the policies if Income and Select, is 
appropriate in the public interest and is consistent 
with the protection of investors and with the general 
purposes of the Act. 
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It is further found that the participations of Income a 


and Select are not on a basis different from or less 
advantageous than that of the other participant. 
Accordingly, 


IT 1S ORDERED, pursuant to Sections 6(c) and 17(b) _ 
of the Act, that the proposed transactions be, and | 
hereby are, exempted from the provisions of Sections é 


17(a) and 22(c) of the Act and Rule 22c-1 thereunder. 


IT IS FURTHER ORDERED, pursuant to Section 17(d) 


of the Act and Rule 17d-1 thereunder, that the applica- ~ 
tion to permit the proposed transaction involving Ee 
Income, Select and Heritage be, and hereby is, | 


granted. 


For the Commission, by the Division of Investment 


Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 10013/November 15, 1977 


In the Matter of 


STATE MUTUAL LIFE ASSURANCE COMPANY OF 
AMERICA 

440 Lincoln Street 

Worcester, Massachusetts 01605 


(812-4156) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER PERMITTING 
PROPOSED ACQUISITION OF CERTAIN NOTES. 


On October 19, 1977 a notice was issued (Investment 
Company Act Release No. 9964) of an application by 
State Mutual Life Assurance. Company of America 
(‘Applicant’), a mutual life insurance company 
organized under the laws of Massachusetts, filed on 
July 12, 1977, and amended on September 28, 1977, 
for an order of the Commission pursuant to Section 
17(d) of the Investment Company Act of 1940 (‘‘Act’’) 
and Rule 17d-1 thereunder, permitting Applicant to 
acquire $1,000,000 in principal amount of a new issue 
of 9-1/8% Senior Notes due 1993 of A.B. Dick 
Company (‘‘Dick’’). Applicant and State Mutual 
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Securities, Inc. (‘‘Fund’’), a closed-end investment 
company registered under the Act and advised by 
Applicant, each currently own $1,000,000 principal 
amount of 10-12% Senior Notes of Dick due 1990. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the non-participation of Fund in the proposed acquisi- 
tion is consistent with the provisions, policies and 
purposes of the Act, and is not on a basis less 
advantageous than that of Applicant. Accordingly, 


IT IS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that the application to 
permit the proposed acquisition be, and hereby is, 
granted. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 610/November 14, 1977 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Invest- 
ment Advisers Act of 1940 against Haydock Land & 
Livestock Company and Roger H. Hallowell based 
upon allegations of violations of the Investment 
Advisers Act, the Securities Act of 1933, and the 


' Securities Exchange Act of 1934 in connection with the 










offer and sale of interests in cattlefeeding programs 
issued by Ceres Land Company. The Commission 
Order alleges that Haydock Land & Livestock 
Company and Roger H. Hallowell wilfully violated and 


7 wilfully aided and abetted violations of the registration 
s provisions of the Securities Act by selling these cattle 


feeding interests without registration. The Order also 
















alleges that the aforementioned respondents violated 
the anti-fraud provisions of the Investment Advisers 
Act, the Securities Exchange Act in the offer and sale 
of the aforementioned cattle feeding interests by 
making false and misleading statements of material 
facts and omitting to state material facts concerning, 
among other things: the risk involved in an invest- 
ment in the cattle feeding programs, the future market 
price of the cattle, and the return the investor would 
receive on his investment. 


The Order also alleges that the aforementioned 
respondents wilfully violated and wilfully aided and 
abetted violations of the Investment Advisers Act in 
that they failed and refused to produce for 
examination by the staff of the Commission certain 
required books and records. The Order also alleges 
that from November 1972 to July 1973, Hallowell 
violated the Advisers Act by engaging in the business 
as an investment adviser without being registered as 
such with the Commission. 


A hearing will be scheduled by further order to take 
evidence on the staff’s allegations and to afford the 
respondents an opportunity to offer any defenses and 
for the purpose of determining whether the allegations 
are true, and, if so, whether any action of a remedial 
nature should be ordered by the Commission. 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 611/November 15, 1977 


ORDER INSTITUTING PUBLIC PROCEEDINGS 


The staff alleges that Independent Investor Publica- 
tions, Inc. (Registrant), a registered investment 
adviser located in Phoenix, Arizona, has willfully 
violated the books and records and antifraud provi- 
sions of the Investment Advisers Act of 1940 (Advisers 
Act) and Jack H. Oreck, president of Registrant, has 
willfully aided and abetted such violations. The staff, 
specifically alleges that Registrant, since late 1974 to 
the present, publishes a newsletter to clients and pro- 
spective clients which; (1) refers to actual trading acti- 
vity in two-model investment portfolios managed by 
Registrant but fails to disclose that such accounts are 
fictional; (2) makes comparisons between the perfor- 
mance of the two-model portfolios and the Dow Jones 
Industrial Average without explaining the differences 
between the characteristics of the securities in the 
model accounts; and (3) makes direct references to 
specific past recommendations of securities which 
were profitable to clients. The staff further alleges that 
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Registrant failed to properly maintain its books and 
records. 


Accordingly, IT 1S ORDERED that proceedings 
pursuant to Section 203(e) and 203(f) of the Advisers 
Act be, and they are hereby, instituted against respon- 
dents. 








LITIGATION 





Litigation Release No. 8187/November 7, 1977 


SEC v. ALLEN R. GLICK, ARGENT CORPORATION 
(S.D. Cal. CV 77-0695-GT) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office of the Securities and Exchange 
Commission (‘‘Commission’’) announced that on 
October 31, 1977, the Commission filed a complaint in 
the U.S. District Court in San Diego, California seeking 
an injunctive order and certain ancillary relief against 
Allen R. Glick (‘‘Glick’’) of La Jolla, California and 
Argent Corporation (‘‘Argent Corporation (‘‘Argent’’) 
of Las Vegas, Nevada. Argent owns and operates the 
Stardust and Fremont casino-hotels in Las Vegas. The 
complaint charges the Defendants with deceptive and 
fraudulent conduct in violation of Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder. 


The complaint alleges that Glick, who controls Argent, 
has caused Argent to pursue a course of conduct which 
has acted as a fraud upon the public holders of Argent’s 
1984 debentures. (These debentures are subordinated 
to approximately $100,000,000 indebtedness payable to 
the Central States Pension Fund of the Teamsters’ 
Union.) In connection with this fraudulent course of 
conduct, Glick and Argent have misrepresented certain 
facts and have omitted to disclose material facts. 


More particularly, the complaint alleges that Glick has 
caused Argent to make approximately $7.5 million in 
loans to himself and to private companies that he 
controis. These loans, which are unsecured and 
evidenced by demand notes, have been used to meet 
personal obligations of Glick. The complaint alleges 
that the loans were made and have been allowed to 


754/SEC DOCKET 





remain outstanding at a time when Argent has been in 
a poor financial position. In connection with inese@ 
loans, it is alleged that Argent and Glick omitted toY 
disclose: (1) a resolution by the Argent board 
authorizing Glick to take out unlimited loans on an 
unsecured basis; (2) a similar resolution with respect to 
loans to Argent’s subsidiaries; (3) Glick’s intent to 
obtain loans from Argent; (4) the informal nature in 
which these loans have been obtained; (5) the amount 
of Glick’s loans which are evidenced only by open book 
accounts; (6) the fact that the interest rate on these 
loans has been arbitrarily fixed at an unrealistic rate; 
(7) the fact that Argent possessed no financial 
statements for Glick; (8) the fact that Glick has obtained 
similar loans from Saratoga Development Corporation, 
another Glick controlled company, and had not repaid 
these loans; (9) the fact that the internal Revenue 
Service issued a statutory notice of deficiency to Glick 
and the consequent impact upon Glick’s ability to repay 
Argent; (10) the fact that Argent has no intent of 
making demand for payment upon Glick; (11) the fact 
that Glick has no present ability to repay the loans; (12) 
the fact that Glick has no present plans for repayment 
of loans; (13) the fact that Glick has paid little if any 
interest on the loans; (14) the fact the American Stock 
Exchange suggested that Argent implement a 
repayment schedule and Argent declined to comply; 
and (15) the fact that the loans have impaired Argent’s a 





ability to meet its obligations to the public 
debenture-holders. The complaint also alleges that the 
defendants misrepresented the collectibility of loans 
made to Glick; the total amount of compensation paid to 
Glick and the efforts made by Argent to comply with all 
regulatory requirements applicable to the continued 
listing and trading of the Argent debentures. 


The complaint further alleges that Glick drained 
Argent’s capital by causing it to pay certain 
indebtedness owed to the Central States Pension Fund 
of the Teamsters’ Union. The indebtedness, is related 
to a GSA complex in Austin, Texas, the Beverly Summit 
property in Los Angeles, California and the Eastmont 
Mall Shopping Center in Oakland, California. In 
connection with this course of conduct, the complaint 
alleges that the defendants failed to disclose Argent’s 
inability to meet the payment obligations related to the 
GSA complex, the fact that the properties were 
unprofitable and the reasons Argent assumed these 
obligations to the Central States Pension Fund. 


The SEC is seeking an order enjoining Glick and Argent 
from violations of Section 10(b) of the Exchange Act 
and Rule 10b-5 thereunder. In addition, the complaint 
requests appointment of a Master to investigate the 
circumstances of the loans to Glick and to recommend 
appropriate procedures necessary to protect the 





























interests of the public debenture-holders. Furthermore, 
the complaint seeks an order enjoining further loans to 
Glick until the Master’s report has been approved by 
the Court. 





Litigation Release No. 8188/November 1977 

S.E.C. v. CLAUDE COCKRELL, JR. 

(United States District Court for the District of 
Columbia) (Civil Action No. 77-1916) 


The Securities and Exchange Commission (‘‘Commis- 
sion’’) today announced the filing of a Complaint in the 
United States District Court for the District of Columbia 
against Claude Cockrell, Jr. (‘‘Cockrell’’), a Nashville, 
Tennessee businessman. The Complaint seeks to enjoin 
the defendant from violations of the antifraud 
provisions of the Securities Exchange Act of 1934. 


The Commission’s Complaint alleges violations of the 
federal securities laws in connection with public 
statements made by Cockrell on May 10, 12 and 18, 
1977, to the effect, among other things, that he and a 
group of thirteen other business people located 
throughout the United States and Canada who owned, 
controlled or represented over 20% of the outstanding 
Twentieth Century stock were interested in acquiring 
control of and would make a friendly take over of 
Twentieth Century-Fox Film Corp., that the group was 
then purchasing a considerable amount of stock under a 
variety of names, (and that) the group was prepared to 
spend $20,000,000 in connection with the purported 
take over attempt. The Complaint alleged that these 
statements were all false and misleading. 


The Commission also announced that Cockrell 
consented to the entry of a Final Judgment of 
Permanent Injunction restraining and enjoining him 
from further violations of the anti-fraud provisions of 
the Securities Exchange Act of 1934 and ordering 
certain other relief. Cockrell consented to the entry of 
the Final Judgement without admitting or denying the 
allegations of the Commission’s Complaint. 





Litigation Release No. 8189/November 9, 1977 


SECURITIES AND EXCHANGE COMMISSION sv. 
MORRIS A. SHENKER, ET AL. 

(Civil Action No. 77-1787, United States District Court 
for the District of Columbia) 


The Securities and Exchange Commission announced 
that on November 8, 1977 the Honorable Barrington D. 
Parker, United States Distric Judge, signed a final 
judgement of permanent injunction against Julius 
Kahn, a director of Continental Connector Corporation. 
Mr. Kahn consented to the entry of the injunction, 
which enjoined him from further violations of Section 17 
(a) (anti-fraud) of the Securities Act of 1933 and 
Sections 10(b) (anti-fraud) and 13(a) (reporting) of the 
Securities Exchange Act of 1934 and Rules 10b-5, 
12b-20, 13a-1 and 13a-11 thereunder, without admitting 
or denying the allegations contained in the 
Commission’s Complaint. 


The Commission’s Complaint in this action, which was 
filed on October 13, 1977, generally alleged that Mr. 
Kahn and others, during the period commencing from 
in or about July 1974, participated in a scheme to 
defraud the public shareholders of Connector and the 
investing public by causing Continental Connector 
Corporation to enter into a transaction with defendant 
Murrieta Hot Springs, Inc., a land development 
company owned by defendant Morris A. Shenker, 
which transaction was designed to benefit Murrieta and 
Shenker to the detriment of Connector and its public 
shareholders. As a result of this transaction, the 
complaint alleged, Murrieta received $5,000,000 of 
Connector’s monies. The complaint further alleged that 
Connector, aided and abetted by Kahn and others, 
made false and misleading public disclosures 
concerning this transaction. 


For further information see Litigation Release No. 
8155. 





Litigation Rlease No. 8190/November 10, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
TAYLOR REALTY ENTERPRISES, INC. JACK 
TAYLOR 

(United States District Court for the District of 
Columbia) (Civil Action No. 77-1766) 


The Securities and Exchange Commission (the 
‘*Commission’’) announced the filing of a civil 
complaint for injunctive and other relief in the U.S. 
District Court for the District of Columbia against 
Taylor Realty Enterprises, Inc. (‘‘Realty’’), a Delaware 
corporation with its principal place of business located 
in Miami Beach, Florida, primarily engaged in the 
acquisition, development and sale of real estate, and its 
president and chief executive officer, Jack Taylor 
(‘‘Taylor’’). The complaint alleges Realty and Taylor 
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engaged in acts and practices which directly and 
indirectly constitute violations of Section 14(c) of the 
Exchange Act and certain rules and regulations 
thereunder in connection with Realty shareholder 
action concerning the reverse stock split of Realty 
common stock of 4,000:1 which was effected on July 6, 
1976 (the ‘‘July 6 reverse stock split’’). Specifically the 
complaint alleges the failure to file and cause the filing 
with the Commission of preliminary and definitive 
copies of a Realty information statement on Schedule 
14C and the failure to send and cause the sending of 
definitive copies of a Realty information statement on 
Schedule 14C to Realty shareholders in compliance with 
Section 14(c) of the Exchange Act, Rules 14c-2(a), 
14c-2(b), 14c-5 and Schedule 14C. 


Taylor and Realty consented to the entry of the 
Permanent Injunction and Order Compelling Offer of 
Recision without admitting or denying the allegations 
in the Commission’s complaint. United States District 
Court Judge Robinson’s Final Judgement of Permanent 
Injunction and Order Compeling Offer of Recision 
provides inter alia, that (i) Realty and Taylor are 
permanently enjoined from failing timely to file or 
causing to be filed in proper form with plaintiff 
Commission information statements in contravention of 
Section 14(c) of the Exchange Act and the rules and 
regulations thereunder, (ii) defendant Realty shall 
cause and defendant Taylor shall cause Realty to cause, 
inter alia, an offer of recision of the July 6 reverse stock 
split, to be held open for a period of not less than sixty 
days, to all beneficial or of record Realty shareholders 
as of June 1, 1976, in compliance with the Securities 
Act of 1933, and (iii) any future Realty reverse stock 
split effected within six months after the termination of 
the recision offer be made on terms at least as favorable 
to Realty minority shareholders as the terms of the July 
6 reverse stock split and otherwise be made in 
compliance with relevant federal securities laws. 





Litigation Release No. 8191/November 15, 1977 
SEC v. John Valo, 77 Civil 5436 (LPG) (S.D.N.Y.) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange Com- 
mission, announced that on November 9, 1977, the 
Commission filed a complaint in the United States 
District Court for the Southern District of New York, 
charging John Valo (‘‘Valo’’) of Fords, New Jersey, 
with violating Section 17(a) of the Securities Act of 
1933, and Sections 7(f) and 10(b) of the Securities 
Exchange Act of 1934 (‘‘Exchange Act’’) and Rule 
10b-5 promulgated thereunder, and Regulation X 
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promulgated by the Board of Governors of the Federal 
Reserve System, pursuant to Section 7(f) of the 
Exchange Act. 


In its complaint, the Commission requested that: 


(1) a preliminary injunction and a 
permanent injunction be entered 
against Valo enjoining him from 
further violations of the above sections 
and rules; and 


(2) an order be entered directing 
Valo to report to the Commission all 
transactions in securities for two years 
from the date of the entry of the 
order. 


The Commission’s complaint alleged that Valo 
engaged in a scheme whereby he sold securities in 
cash accounts, which he had opened and was 
maintaining at several broker-dealers, without 
informing the broker-dealers through whom the sales 
transactions were effected that he did not own the 
securities. The complaint also alleges that Valo: 


(1) intended to deiiver-in securities 
to compiete the sales transactions only 
if a favorable movement in the price of 
the security occurred between the 
date of the sale and the date the 
securities were due to be delivered-in; 
and 


(2) generally completed sell orders 
placed with various broker-dealers 
with securities purchased after the 
date of the sale. 


In addition, the Commission’s complaint alleges that, 
in order to effect the scheme outlined above, Valo 
made misrepresentations of material facts, and 
omitted to state material facts necessary to make the 
statements made, in light of the circumstances under 
which they were made, not misleading, concerning, 
among other things: 


(1) the status of Valo as a money 
manager, investment counselor, 
hedge fund, or portfolio manager; 


(2) the substantial amount of money 
which Valo purportedly managed for 
various clients; 


(3) the ownership of securities being 
sold in the broker-dealer accounts; 
and 





§ 




















(4) the reasons why Valo had failed 
to deliver-in securities by the date set 
for such delivery. 


The Commission’s complaint includes a chart setting 
forth (1) sales transactions which Valo did not 
complete, and (2) buy-ins by broker-dealers covering 
Valo’s uncompleted sales transactions, which indicates 
that losses to broker-dealers as a result of Valo’s 
activities exceeded $140,000. 
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CORPORATE REORGANIZATION 
Release No. 322 


In the Matter of 
INTERSTATE STORES, INC., et al. 
DEBTORS. 


REORGANIZATION 
Nos. 74 B 614-802 Inclusive. 


ADVISORY REPORT OF THE SUECURITIES AND 
EXCHANGE COMMISSION ON PROPOSED PLANS 
OF REORGANIZATION 


1. INTRODUCTION 


This advisory report is submitted by the Securities and 
Exchange Commission (‘‘Commission’’) pursuant to 
Section 173 of Chapter X of the Bankruptcy Act (‘‘Act’’) 
(11 U.S.C. §573)' and Bankruptcy Rule 10-303(b) with 
respect to three plans of reorganization of Interstate 
Stores, Inc. (‘‘Interstate’’). 





In Title 11 of the United States Code the numbers of 
sections of the Bankruptcy Act comprising Chapter X 
are higher by 400 than the Act itself. Thus, Section 
101 of the Bankruptcy Act, the first section of Chapter 
X is §501 of the Code. Henceforth, we shall refer 
solely to the Bankruptcy Act section numbers 
unencumbered by parallel citations to those in the 
Code. 


For reasons hereinafter discussed, we conclude that, 
while the Trusteess’ Plan is feasible, it is unfair and 
inequitable to Interstate’s creditors and stockholders. 
We believe, however, that the Trustees’ Plan can be 
made fair and equitable if amended in accordance with 
the Suggestions made herein. In our opinion, the 
Debentureholder and Lehman Plans are neither fair nor 
feasible. 


On May 22, 1974, Interstate and its 188 subsidiaries 
filed original petitions for an arrangement under 
Chapter XI of the Act in the United States District Court 
for the Southern District of New York. Following 
transfer motions by certain creditors, Interstate and its 
subsidiaries filed an amended petition for reorgani- 
zation under Chapter X of the Act on June 13, 1974. On 
that date the Chapter X petition was approved and two 
trustees were appointed to operate and manage the 
business of the Debtors. Joseph R. Crowley was 
appointed independent trustee and Herbert B. Siegal 
additional (operating) trustee. 


The independent trustee filed with the Court and 
transmitted to creditors and stockholders a report of his 
investigation under Section 167 of the Act in December 
1975. On March 11, 1977, the trustees filed their 
proposed plan of reorganization. Objections to the 
Trustees’ Plan were filed by institutional creditors, 
subordinated note creditors, the indenture trustees, 
debentureholders and certain other creditors. Hearings 
on the Trustees’ Plan were held on May 9-10, 17 and 
June 7-9 and 13-14 1977. Interstate’s 4% Convertible 
Subordinated Debentures Committee proposed modifi- 
cations of the Trustees’ Plan (‘‘Debentureholders 
Plan’’) and a plan of Lehman Capital Fund, Inc., and 
other shareholders was filed in July and substantially 
amended on August 12, 1977 (‘‘Lehman Plan’’). 
Hearings on these alternative proposals were held on 
August 22-25, 1977. The Court found all three plans 
worthy of consideration and referred them to this 
Commission for examination and advisory report 
pursuant to Section 172 of the Act and Bankruptcy Rule 
10-303(b). 


On October 14, 1977, trustees’ counsel advised the 
parties of a proposed settlement of certain disputes 
with the institutional creditors and other changes in 
estimated claims. The institutional creditors have been 
claiming a default rate of interest of about $13 million in 
excess of the original contract rates proposed to be 
allowed in all the pending plans. The settlement would 
allow % of 1% per annum, about $1.25 million, in 
excess of the postbankruptcy interest on which the 
plans were based. 


The settlement would also substantially modify the 
formulae for cash distributions contained in Trustees’ 
Plan. Both the cash distributions and other 
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computations are also affected by corrections made to 
the estimates of other claims outstanding. 


We treat herein the Trustees’ Plan as though amended 
as proposed in the Cotober 14 letter. Since each of the 
other plans relied on the trustees’ computations in 
dealing with these particular subjects, we treat these 
plans as if also amended in the same respects to 
maintain comparability. 


il. THE DEBTORS 


Interstate is a public corporation incorporated in 1928 
as ‘‘Interstate Department Stores, Inc.,’’ under the 
laws of Delaware to acquire the stock of companies 
operating 23 department stores. The company’s 
corporate name was changed to Interstate Stores, Inc., 
in 1970. Interstate owns all of the outstanding stock of 
its 188 subsidiary corporations, which together with 
Interstate comprise the Debtors in this proceeding. The 
Debtors presently operate a small chain of marginally 
profitable conventional department stores (‘‘Depart- 
ment Store Division’’ or ‘‘deparitment stores’’) and a 
highly profitable and expanding chain of retain toy 
supermarts (‘‘Toys’’, ‘‘Toys ‘R’ Us’’, or ‘‘Toy Store 
Division’). They formerly operated a large chain of 
retail discount stores (‘‘Discount Store Division’’ or 
‘discount stores’’). 


A. The Department Store Division 


Until 1958,? Interstate was a department store chain. It 
had grown to about 50 stores. The department stores 
were mostly located in downtown shopping areas and 
suffered from demographic shifts in the 1950’s and 
1960’s. Interstate began closing marginal or loss stores. 
By the time these proceedings commenced in the 
spring of 1974, the Department Store Division had con- 
tracted to 26 stores. 


The closing of department stores continued during 
these proceedings. Interstate now operates 10 
conventional department stores located in 5 eastern and 
midwestern states.3 





2Interstate’s fiscal year consisting of 52 weeks or 364 
days ends about January 31. We refer above to fiscal 
1959 which was primarily the calendar year 1958. 
Hereafter the year designation will describe the fiscal 
year end and will really refer essentially to the prior 
calendar year. 


3Excluding two department stores closed in the 
current fiscal year. 
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B. The Discount Store Division 


In 1959, a period of dramatic expansion began for 
Interstate with its acquisition of two White Front 
discount stores in California. In 1960, Interstate 
acquired eight Topps discount stores operating in New 
England and the Midwest. The Discount Store Division 
was rapidly expanding. By 1970 the number of discount 
stores was 109. The White Front name was used in the 
west and the Topps name in the east. 


Fiscal year 1969 marked the last year of profitability for 
the White Front Stores and fiscal year 1971 was the last 
year of profitability for the Topps Stores. For fiscal year 
1971, the discount store division as a whole incurred 
operating losses of about $5.1 million. These losses 
increased substantially in the subsequent three fiscal 
years 1972-1974 and were reported at $10.5 million, 
$26.6 million and $27.4 million, respectively. 


About the end of fiscal 1973, Interstate commenced to 
close discount stores. Ultimately, the entire discount 
store division was discontinued and liquidated. The 
liquidation was completed by August 1974. 


C. Toys ‘‘R’’ Us (‘‘Toys’’) — The Toy Division 


In 1966, Interstate expanded into the retail toy store 
field with the acquisition of four toy supermarts in the 
Washington, D.C., area from Mr. Charles Lazarus and 
an associate for $7.5 million, of which $1.5 million was 
contingent on earnings. Mr. Lazarus, who founded the 
business in 1948, has been the chief executive of the 
Toy Division since its acquisition. 


It was not until March 1969 when Interstate acquired 
another retail toy store organization, the eight store 
chain of Children’s Bargain Town, U.S.A., that the Toy 
Division began its rapid expansion. Prior to the 
inception of this case in the spring of 1974 the Toy 
Division had grown to 47 stores. Growth has continued 
in this case, and there are now 63 speciality retail toy 
supermarts operating under the Toys ‘‘R’’ Us name 
located in nine states including six being opened in 
fiscal 1978. 


Toys provides wide selections of children-oriented mer- 
chandise twelve months year. It focuses on competitive 
pricing and maintenance of an attractive environment. 
It is the largest operation of its type in the country in 
terms of sales and earnings. 


$ 























D. Public Financing 


Interstate raised about $50 million by public sale of 
securities in the 1961-69 period primarily to finance its 
discount stores.’ It also borrowed heavily from 
institutional lenders and incurred large trade liabilities. 
A total of 5,469,069 common shares, held by about 
7,000 shareholders, are now outstanding, and 
$20,439,000 principal amount of publicly held 
convertible debentures. 


Interstate’s common stock and debentures were 
suspended from trading on the New York Stock 
Exchange on May 24, 1974, and on June 20, 1974, were 
delisted from registration on such Exchange. Since that 
time Interstate’s common stock and debentures have 
been traded in the over-the-counter market. 


E. The Collapse 


By fiscal 1969, Interstate had grown to a complex of 125 
stores (department, discount and toy stores) with con- 
solidated sales of $589 million and consolidated net 
income after taxes of nearly $11 million. Although 
consolidated sales eventually reached a peak of more 
than $789 million and the number of stores reach 175 
in fiscal 1972, consolidated net income after taxes in 
that year dropped to $1.5 million, reflecting a declining 
profit trend which started in fiscal 1970. For fiscal years 
1973 and 1974, the two years immediately preceding 
this reorganization proceeding, Interstate reported con- 
solidated losses, including losses from operations of 
business discontinued and to be discontinued, of $40.3 
million and $92.3 million, respectively. 


As noted, Interstate had adopted a program about 
December 1972 to substantially reduce the discount 
stores division. In order to carry out that program, it 
commenced negotiations with its senior creditors, 





000s omitted 


1961 4-5/8% conv. sub. debs $ 5.8* 
1964 200,000 common a2. 
1967 4% conv. sub. debs 20.0 
1969 500,000 common 15.6 
Total $50.6 


* Offered on rights to common shareholders, 
$439,000 are still outstanding. 


consisting of $51 million of bank loans,5 a $13 million 
Eurodollar loan and $5.75 million of loans from seven 
insurance companies. On April 23, 1973, these 
institutional lenders received a guarantee of these 
obligations by all of Interstate’s subsidiaries, including 
the Toys subsidiaries. And an Amendatory Credit 
Agreement, dated June 13, 1973, but effective May 14, 
1973, was completed. 


No additional funds were provided by the institutional 
creditors, but the agreement was predicated on 
Interstate’s raising an additional $5 million from 
investors. In June 1973, Interstate did sell $5 million of 
senior subordinated notes, accompanied by warrants to 
purchase 1 million shares of common stock on or before 
November 30, 1978, at $3 a share, to eleven private 
investors. 


The Amendatory Credit Agreement, in general, 
extended the institutional debt to July 31, 1974. The 
loans had generally been made at 1/4% over variously 
defined lending rates and were increased to “2% over 
such rates, 1-’2% for the Eurodollar loans. Alli of the 
stock of Interstate’s subsidiaries, including the Toys 
subsidiaries, was pledged as collateral to the 
institutional debt. 


Interstate’s hopes for improvements in fiscal 1974 
failed to materialize and in the early fall of 1973 it 
started to run out of money. In December 1973, an 
apparent solution to Interstate’s problems emerged in 
the form of a proposed acquisition by Interstate of 
certain retail operations of the McCrory Corporation. It 
was believed that on the basis of such acquisition 
Interstate’s institutional debt could be refinanced. 
Negotiations continued through early May 1974. 
However, the McCrory transaction aborted. On May 
13, 1974, it was announced that all negotiations with 
McCrory terminated. By that time the trade had 
stopped supporting Interstate, lease commitments had 
not been materially reduced, and the _ institutions 
declined to extend new financing. On May 21, 1974, the 
institutions accelerated maturity of their loans, and on 
the following day Interstate sought relief in the 
Bankruptcy Court. 


Ill. THE TRUSTEES’ ADMINISTRATION 


The trustees completed the liquidation of the Discount 
Store Division. They also continued to close marginal or 
unprofitable department stores, which resulted in the 





5On May 21, 1974, about $3,184,000 of deposits were 
set off against the $51 million, leaving $47,816,000 of 
principal. 
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termination of operations in more than one-half of the 
department stores operated by Interstate at the 
inception of these proceedings. 


Toys has grown to a chain of 63 stores. While trustees 
and management believe that the opening of new stores 
was impeded by this case, a total of 16 new toy stores 
has been opened during the trustees’ administration. 
During fiscal years 1975-1977, the trustees opened 
four, one and five new toy stores, respectively. As 
noted, six are being opened in the current year. During 
in 1975-1977 period, sales of Toys increased from 
$139.8 million to $197.4 million and profits before taxes 
increased from $13.1 million to $24.4 million. 


On a consolidated basis the results of the trustees’ 
operations for: fiscal years 1975-1977 showed an 
increase in sales from $188.3 million to $241.6 million 
and an increase in profits before taxes from $7.6 million 
to $21.3 million. 


In the spring of 1976, Interstate moved its executive 
offices from New York City to Saddle Brook, New 
Jersey, the principal place of business of the Toys 
operation, and the executive officers of Toys were 
appointed the executive officers of Interstate. Mr. 
Charles Lazarus became President and Chief Executive 
Officer; Mr. W. John Devine Executive 
Vice-President (Operations); Mr. Norman Ricken — 
Vice President (Finance( and Treasurer; and Mr. 
Seymour Ziv — Senior Vice-President (Merchan- 
dising). 


These individuals, who are largely responsible for the 
success of Toys, received aggregate remuneration for 
fiscal 1977, which includes salary, bonuses and accruals 
under a profit sharing retirement plan as follows: Mr. 
Lazarus — $300,000; Mr. Devine — $111,000; Mr. 
Richen — $89,000; and Mr. Ziv — $103,000. For fiscal 
1978, the current fiscal year, court approval was 
obtained authorizing an increase in salaries for these 
persons as follows: 40,000 each for Mr. Lazarus and 
Mr. Devine, $25,000 for Mr. Ricken and $13,000 for 
Mr. Ziv. Aggregate remuneration for fiscal 1978 is 
estimated as follows: Mr. Lazarus — $341,000; Mr. 
Devine — $161,000; Mr. Ricken — $120,000; and Mr 
Ziv — $120,000. The aggregate includes related 
changes in the bonus and profit sharing components. 


IV. ASSETS AND LIABILITIES 


Summarized below in Table | is the audited 
consolidated balance sheet of Interstate as of January 


760/SEC DOCKET 





30, 1977, and the projected baiance sheet for January 
29, 1978, before giving effect to a plan. 











Table | 
(000s omitted) 
ASSETS Actual Projected 
01-30-77 01-29-78 
Current Assets: 
Cash and equivalent 75,355 $ 83,557 
Accounts and other re- 
ceivables 7,683 5,590 
Merchandise inventories 45,131 48,807 
Fixed assets held for sale 620 14,000 
Prepaid expenses and 
other 1,269 1,399 
Total current assets $130,058 $153,353 
Property and equipment 32,829 33,709 
Excess of cost over net 
assets of subsidiaries 
acquired 14,651 14,651 
Other assets 1,395 1,232 
Total assets $178,933 $202,945 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


Current Liabilities: 











Accounts Payable—trade $ 10,418 $ 10,785 
Accrued Expenses 8,164 7,311 
Current portion of mort- 
gage notes 587 516 
Current liabilities $ 19,169 $ 18,612 
Mortgage notes payable 7,221 6,382 
Deferred income 383 521 
Total liabilities to be 
assumed $ 26,773 $ 25,515 
Estimated claims (a) 139,486 139,886 
Common stock and addi- 
tional paid-in capital, 
5,469,069 shares, $1 par 
value 55,692 55,692 
Deficit (43,018) (18,148) 
$ 12,674 $ 37,544 
Stockholders’ equity $178,933 $202,945 








(a) Excluding postbankruptcy interest. Further adjust- 
ments to estimated claims are shown below. 


























—_ 


Securities, Inc. (‘‘Fund’’), a closed-end investment 
company registered under the Act and advised by 

@ -vvicant, each currently own $1,000,000 principal 
amount of 10-12% Senior Notes of Dick due 1990. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the non-participation of Fund in the proposed acquisi- 
tion is consistent with the provisions, policies and 
purposes of the Act, and is not on a basis less 
advantageous than that of Applicant. Accordingly, 


IT IS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that the application to 
permit the proposed acquisition be, and hereby is, 
granted. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 610/November 14, 1977 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Invest- 
ment Advisers Act of 1940 against Haydock Land & 
Livestock Company and Roger H. Hallowell based 
upon allegations of violations of the Investment 
Advisers Act, the Securities Act of 1933, and the 
Securities Exchange Act of 1934 in connection with the 
offer and sale of interests in cattlefeeding programs 
issued by Ceres Land Company. The Commission 
Order alleges that Haydock Land & Livestock 
Company and Roger H. Hallowell wilfully violated and 
wilfully aided and abetted violations of the registration 
provisions of the Securities Act by selling these cattle 
feeding interests without registration. The Order also 





j 





alleges that the aforementioned respondents violated 
the anti-fraud provisions of the Investment Advisers 
Act, the Securities Exchange Act in the offer and sale 
of the aforementioned cattle feeding interests by 
making false and misleading statements of material 
facts and omitting to state material facts concerning, 
among other things: the risk involved in an invest- 
ment in the cattle feeding programs, the future market 
price of the cattle, and the return the investor would 
receive on his investment. 


The Order also alleges that the aforementioned 
respondents wilfully violated and wilfully aided and 
abetted violations of the Investment Advisers Act in 
that they failed and refused to produce for 
examination by the staff of the Commission certain 
required books and records. The Order also alleges 
that from November 1972 to July 1973, Hallowell 
violated the Advisers Act by engaging in the business 
as an investment adviser without being registered as 
such with the Commission. 


A hearing will be scheduled by further order to take 
evidence on the staff’s allegations and to afford the 
respondents an opportunity to offer any defenses and 
for the purpose of determining whether the allegations 
are true, and, if so, whether any action of a remedial 
nature should be ordered by the Commission. 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 611/November 15, 1977 


ORDER INSTITUTING PUBLIC PROCEEDINGS 


The staff alleges that Independent Investor Publica- 
tions, Inc. (Registrant), a registered investment 
adviser located in Phoenix, Arizona, has willfully 
violated the books and records and antifraud provi- 
sions of the Investment Advisers Act of 1940 (Advisers 
Act) and Jack H. Oreck, president of Registrant, has 
willfully aided and abetted such violations. The staff, 
specifically alleges that Registrant, since late 1974 to 
the present, publishes a newsletter to clients and pro- 
spective clients which; (1) refers to actual trading acti- 
vity in two-model investment portfolios managed by 
Registrant but fails to disclose that such accounts are 
fictional; (2) makes comparisons between the perfor- 
mance of the two-model portfolios and the Dow Jones 
Industrial Average without explaining the differences 
between the characteristics of the securities in the 
model accounts; and (3) makes direct references to 
specific past recommendations of securities which 
were profitable to clients. The staff further alleges that 
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termination of operations in more than one-half of the 
department stores operated by Interstate at the 
inception of these proceedings. 


Toys has grown to a chain of 63 stores. While trustees 
and management believe that the opening of new stores 
was impeded by this case, a total of 16 new toy stores 
has been opened during the trustees’ administration. 
During fiscal years 1975-1977, the trustees opened 
four, one and five new toy stores, respectively. As 
noted, six are being opened in the current year. During 
in 1975-1977 period, sales of Toys increased from 
$139.8 million to $197.4 million and profits before taxes 
increased from $13.1 million to $24.4 million. 


On a consolidated basis the results of the trustees’ 
operations for: fiscal years 1975-1977 showed an 
increase in sales from $188.3 million to $241.6 million 
and an increase in profits before taxes from $7.6 million 
to $21.3 million. 


In the spring of 1976, Interstate moved its executive 
offices from New York City to Saddle Brook, New 
Jersey, the principal place of business of the Toys 
operation, and the executive officers of Toys were 
appointed the executive officers of Interstate. Mr. 
Charles Lazarus became President and Chief Executive 
Officer; Mr. W. John Devine Executive 
Vice-President (Operations); Mr. Norman Ricken — 
Vice President (Finance( and Treasurer; and Mr. 
Seymour Ziv — Senior Vice-President (Merchan- 
dising). 


These individuals, who are largely responsible for the 
success of Toys, received aggregate remuneration for 
fiscal 1977, which includes salary, bonuses and accruals 
under a profit sharing retirement plan as follows: Mr. 
Lazarus — $300,000; Mr. Devine — $111,000; Mr. 
Richen — $89,000; and Mr. Ziv — $103,000. For fiscal 
1978, the current fiscal year, court approval was 
obtained authorizing an increase in salaries for these 
persons as follows: 40,000 each for Mr. Lazarus and 
Mr. Devine, $25,000 for Mr. Ricken and $13,000 for 
Mr. Ziv. Aggregate remuneration for fiscal 1978 is 
estimated as follows: Mr. Lazarus — $341,000; Mr. 
Devine — $161,000; Mr. Ricken — $120,000; and Mr 
Ziv — $120,000. The aggregate includes related 
changes in the bonus and profit sharing components. 


IV. ASSETS AND LIABILITIES 


Summarized below in Table | is the audited 
consolidated balance sheet of Interstate as of January 
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30, 1977, and the projected balance sheet for January 
29, 1978, before giving effect to a plan. 











Table | 
(000s omitted) 
ASSETS Actual Projected 
01-30-77 01-29-78 
Current Assets: 
Cash and equivalent 75,355 $ 83,557 
Accounts and other re- 
ceivables 7,683 5,590 
Merchandise inventories 45,131 48,807 
Fixed assets held for sale 620 14,000 
Prepaid expenses and 
other 1,269 1,399 
Total current assets $130,058 $153,353 
Property and equipment 32,829 33,709 
Excess of cost over net 
assets of subsidiaries 
acquired 14,651 14,651 
Other assets 1,395 1,232 
Total assets $178,933 


$202,945 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


Current Liabilities: 











Accounts Payable—trade $ 10,418 $ 10,785 
Accrued Expenses 8,164 7,311 
Current portion of mort- 
gage notes 587 516 
Current liabilities $19,169 $ 18,612 
Mortgage notes payable 7,221 6,382 
Deferred income 383 521 
Total liabilities to be 
assumed $ 26,773 §$ 25,515 
Estimated claims (a) 139,486 139,886 
Common stock and addi- 
tional paid-in capital, 
5,469,069 shares, $1 par 
value 55,692 55,692 
Deficit ( 43,018) ( 18,148) 
3 $ 12,674 $ 37,544 
Stockholders’ equity $178,933 $202,945 








(a) Excluding postbankruptcy interest. Further adjust- 
ments to estimated claims are shown below. 





























Securities, Inc. (‘‘Fund’’), a closed-end investment 
company registered under the Act and advised by 
Applicant, each currently own $1,000,000 principal 
amount of 10-’2% Senior Notes of Dick due 1990. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the non-participation of Fund in the proposed acquisi- 
tion is consistent with the provisions, policies and 
purposes of the Act, and is not on a basis less 
advantageous than that of Applicant. Accordingly, 


IT IS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that the application to 
permit the proposed acquisition be, and hereby is, 
granted. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 610/November 14, 1977 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Invest- 
ment Advisers Act of 1940 against Haydock Land & 
Livestock Company and Roger H. Hallowell based 
upon allegations of violations of the Investment 
Advisers Act, the Securities Act of 1933, and the 
Securities Exchange Act of 1934 in connection with the 
offer and sale of interests in cattlefeeding programs 
issued by Ceres Land Company. The Commission 
Order alleges that Haydock Land & Livestock 
Company and Roger H. Hallowell wilfully violated and 
wilfully aided and abetted violations of the registration 
provisions of the Securities Act by selling these cattle 
feeding interests without registration. The Order also 


alleges that the aforementioned respondents violated 
the anti-fraud provisions of the Investment Advisers 
Act, the Securities Exchange Act in the offer and sale 
of the aforementioned cattle feeding interests by 
making false and misleading statements of material 
facts and omitting to state material facts concerning, 
among other things: the risk involved in an invest- 
ment in the cattle feeding programs, the future market 
price of the cattle, and the return the investor would 
receive on his investment. 


The Order also alleges that the aforementioned 
respondents wilfully violated and wilfully aided and 
abetted violations of the Investment Advisers Act in 
that they failed and refused to produce for 
examination by the staff of the Commission certain 
required books and records. The Order also alleges 
that from November 1972 to July 1973, Hallowell 
violated the Advisers Act by engaging in the business 
as an investment adviser without being registered as 
such with the Commission. 


A hearing will be scheduled by further order to take 
evidence on the staff’s allegations and to afford the 
respondents an opportunity to offer any defenses and 
for the purpose of determining whether the allegations 
are true, and, if so, whether any action of a remedial 
nature should be ordered by the Commission. 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 611/November 15, 1977 


ORDER INSTITUTING PUBLIC PROCEEDINGS 


The staff alleges that Independent Investor Publica- 
tions, Inc. (Registrant), a registered investment 
adviser located in Phoenix, Arizona, has willfully 
violated the books and records and antifraud provi- 
sions of the Investment Advisers Act of 1940 (Advisers 
Act) and Jack H. Oreck, president of Registrant, has 
willfully aided and abetted such violations. The staff, 
specifically alleges that Registrant, since late 1974 to 
the present, publishes a newsletter to clients and pro- 
spective clients which; (1) refers to actual trading acti- 
vity in two-model investment portfolios managed by 
Registrant but fails to disclose that such accounts are 
fictional; (2) makes comparisons between the perfor- 
mance of the two-model portfolios and the Dow Jones 
Industrial Average without explaining the differences 
between the characteristics of the securities in the 
model accounts; and (3) makes direct references to 
specific past recommendations of securities which 
were profitable to clients. The staff further alleges that 
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Registrant failed to properly maintain its books and 
records. 


Accordingly, IT 1S ORDERED that proceedings 
pursuant to Section 203(e) and 203(f) of the Advisers 
Act be, and they are hereby, instituted against respon- 
dents. 








LITIGATION 





Litigation Release No. 8187/November 7, 1977 


SEC v. ALLEN R. GLICK, ARGENT CORPORATION 
(S.D. Cal. CV 77-0695-GT) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office of the Securities and Exchange 
Commission (‘‘Commission’’) announced that on 
October 31, 1977, the Commission filed a complaint in 
the U.S. District Court in San Diego, California seeking 
an injunctive order and certain ancillary relief against 
Allen R. Glick (‘‘Glick’’) of La Jolla, California and 
Argent Corporation (‘‘Argent Corporation (‘‘Argent’’) 
of Las Vegas, Nevada. Argent owns and operates the 
Stardust and Fremont casino-hotels in Las Vegas. The 
complaint charges the Defendants with deceptive and 
fraudulent conduct in violation of Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder. 


The complaint alleges that Glick, who controls Argent, 
has caused Argent to pursue a course of conduct which 
has acted as a fraud upon the public holders of Argent’s 
1984 debentures. (These debentures are subordinated 
to approximately $100,000,000 indebtedness payable to 
the Central States Pension Fund of the Teamsters’ 
Union.) In connection with this fraudulent course of 
conduct, Glick and Argent have misrepresented certain 
facts and have omitted to disclose material facts. 


More particularly, the complaint alleges that Glick has 
caused Argent to make approximately $7.5 million in 
loans to himself and to private companies that he 
controls. These loans, which are unsecured and 
evidenced by demand notes, have been used to meet 
personal obligations of Glick. The complaint alleges 
that the loans were made and have been allowed to 
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remain outstanding at a time when Argent has been in 
a poor financial position. In connection with these 
loans, it is alleged that Argent and Glick omitted to 
disclose: (1) a resolution by the Argent board 
authorizing Glick to take out unlimited loans on an 
unsecured basis; (2) a similar resolution with respect to 
loans to Argent’s subsidiaries; (3) Glick’s intent to 
obtain loans from Argent; (4) the informal nature in 
which these loans have been obtained; (5) the amount 
of Glick’s loans which are evidenced only by open book 
accounts; (6) the fact that the interest rate on these 
loans has been arbitrarily fixed at an unrealistic rate; 
(7) the fact that Argent possessed no financial 
statements for Glick; (8) the fact that Glick has obtained 
similar loans from Saratoga Development Corporation, 
another Glick controlled company, and had not repaid 
these loans; (9) the fact that the internal Revenue 
Service issued a statutory notice of deficiency to Glick 
and the consequent impact upon Glick’s ability to repay 
Argent; (10) the fact that Argent has no intent of 
making demand for payment upon Glick; (11) the fact 
that Glick has no present ability to repay the loans; (12) 
the fact that Glick has no present plans for repayment 
of loans; (13) the fact that Glick has paid little if any 
interest on the loans; (14) the fact the American Stock 
Exchange suggested that Argent implement a 
repayment schedule and Argent declined to comply; 
and (15) the fact that the loans have impaired Argent’s 
ability to meet its obligations to the public 
debenture-holders. The complaint also alleges that the 
defendants misrepresented the collectibility of loans 
made to Glick; the total amount of compensation paid to 
Glick and the efforts made by Argent to comply with all 
regulatory requirements applicable to the continued 
listing and trading of the Argent debentures. 


The complaint further alleges that Glick drained 
Argent’s capital by causing it to pay certain 
indebtedness owed to the Central States Pension Fund 
of the Teamsters’ Union. The indebtedness, is related 
to a GSA complex in Austin, Texas, the Beverly Summit 
property in Los Angeles, California and the Eastmont 
Mall Shopping Center in Oakland, California. In 
connection with this course of conduct, the complaint 
alleges that the defendants failed to disclose Argent’s 
inability to meet the payment obligations related to the 
GSA complex, the fact that the properties were 
unprofitable and the reasons Argent assumed these 
obligations to the Central States Pension Fund. 


The SEC is seeking an order enjoining Glick and Argent 
from violations of Section 10(b) of the Exchange Act 
and Rule 10b-5 thereunder. In addition, the complaint 
requests appointment of a Master to investigate the 
circumstances of the loans to Glick and to recommend 
appropriate procedures necessary to protect the 
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interests of the public debenture-holders. Furthermore, 
the complaint seeks an order enjoining further loans to 
Glick until the Master’s report has been approved by 
the Court. 





Litigation Release No. 8188/November 1977 

S.E.C. v. CLAUDE COCKRELL, JR. 

(United States District Court for the District of 
Columbia) (Civil Action No. 77-1916) 


The Securities and Exchange Commission (‘‘Commis- 
sion’’) today announced the filing of a Complaint in the 
United States District Court for the District of Columbia 
against Claude Cockrell, Jr. (‘‘Cockrell’’), a Nashville, 
Tennessee businessman. The Complaint seeks to enjoin 
the defendant from violations of the antifraud 
provisions of the Securities Exchange Act of 1934. 


The Commission’s Complaint alleges violations of the 
federal securities laws in connection with public 
statements made by Cockrell on May 10, 12 and 18, 
1977, to the effect, among other things, that he and a 
group of thirteen other business people located 
throughout the United States and Canada who owned, 
controlled or represented over 20% of the outstanding 
Twentieth Century stock were interested in acquiring 
control of and would make a friendly take over of 
Twentieth Century-Fox Film Corp., that the group was 
then purchasing a considerable amount of stock under a 
variety of names, (and that) the group was prepared to 
spend $20,000,000 in connection with the purported 
take over attempt. The Complaint alleged that these 
statements were all false and misleading. 


The Commission also announced that Cockrell 
consented to the entry of a Final Judgment of 
Permanent Injunction restraining and enjoining him 
from further violations of the anti-fraud provisions of 
the Securities Exchange Act of 1934 and ordering 
certain other relief. Cockrell consented to the entry of 
fhe Final Judgement without admitting. or denying the 
allegations of the Commission’s Complaint. 





Litigation Release No. 8189/November 9, 1977 


SECURITIES AND EXCHANGE COMMISSION _v. 
MORRIS A. SHENKER, ET AL. 

(Civil Action No. 77-1787, United States District Court 
for the District of Columbia) 


The Securities and Exchange Commission announced 
that on November 8, 1977 the Honorable Barrington D. 
Parker, United States Distric Judge, signed a final 
judgement of permanent injunction against Julius 
Kahn, adirector of Continental Connector Corporation. 
Mr. Kahn consented to the entry of the injunction, 
which enjoined him from further violations of Section 17 
(a) (anti-fraud) of the Securities Act of 1933 and 
Sections 10(b) (anti-fraud) and 13(a) (reporting) of the 
Securities Exchange Act of 1934 and Rules 10b-5, 
12b-20, 13a-1 and 13a-11 thereunder, without admitting 
or denying the allegations contained in the 
Commission’s Complaint. 


The Commission’s Complaint in this action, which was 
filed on October 13, 1977, generally alleged that Mr. 
Kahn and others, during the period commencing from 
in or about July 1974, participated in a scheme to 
defraud the public shareholders of Connector and the 
investing public by causing Continental Connector 
Corporation to enter into a transaction with defendant 
Murrieta Hot Springs, Inc., a land development 
company owned by defendant Morris A. Shenker, 
which transaction was designed to benefit Murrieta and 
Shenker to the detriment of Connector and its public 
shareholders. As a result of this transaction, the 
complaint alleged, Murrieta received $5,000,000 of 
Connector’s monies. The complaint further alleged that 
Connector, aided and abetted by Kahn and others, 
made false and misleading public disclosures 
concerning this transaction. 


For further information see Litigation Release No. 
8155. 





Litigation Rlease No. 8190/November 10, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
TAYLOR REALTY ENTERPRISES, INC. JACK 
TAYLOR 

(United States District Court for the District of 
Columbia) (Civil Action No. 77-1766) 


The Securities and Exchange Commission (the 
‘*Commission’’) announced the filing of a civil 
complaint for injunctive and other relief in the U.S. 
District Court for the District of Columbia against 
Taylor Realty Enterprises, Inc. (‘‘Realty’’), a Delaware 
corporation with its principal place of business located 
in Miami Beach, Florida, primarily engaged in the 
acquisition, development and sale of real estate, and its 
president and chief executive officer, Jack Taylor 
(‘‘Taylor’’). The complaint alleges Realty and Taylor 
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engaged in acts and practices which directly and 
indirectly constitute violations of Section 14(c) of the 
Exchange Act and certain rules and regulations 
thereunder in connection with Realty shareholder 
action concerning the reverse stock split of Realty 
common stock of 4,000:1 which was effected on July 6, 
1976 (the ‘‘July 6 reverse stock split’’). Specifically the 
complaint alleges the failure to file and cause the filing 
with the Commission of preliminary and definitive 
copies of a Realty information statement on Schedule 
14C and the failure to send and cause the sending of 
definitive copies of a Realty information statement on 
Schedule 14C to Realty shareholders in compliance with 
Section 14(c) of the Exchange Act, Rules 14c-2(a), 
14c-2(b), 14c-5 and Schedule 14C. 


Taylor and Realty consented to the entry of the 
Permanent Injunction and Order Compelling Offer of 
Recision without admitting or denying the allegations 
in the Commission’s complaint. United States District 
Court Judge Robinson’s Final Judgement of Permanent 
Injunction and Order Compeling Offer of Recision 
provides inter alia, that (i) Realty and Taylor are 
permanently enjoined from failing timely to file or 
causing to be filed in proper form with plaintiff 
Commission information statements in contravention of 
Section 14(c) of the Exchange Act and the rules and 
regulations thereunder, (ii) defendant Realty shall 
cause and defendant Taylor shall cause Realty to cause, 
inter alia, an offer of recision of the July 6 reverse stock 
split, to be held open for a period of not less than sixty 
days, to all beneficial or of record Realty shareholders 
as of June 1, 1976, in compliance with the Securities 
Act of 1933, and (iii) any future Realty reverse stock 
split effected within six months after the termination of 
the recision offer be made on terms at least as favorable 
to Realty minority shareholders as the terms of the July 
6 reverse stock split and otherwise be made in 
compliance with relevant federal securities laws. 





Litigation Release No. 8191/November 15, 1977 
SEC v. John Valo, 77 Civil 5436 (LPG) (S.D.N.Y.) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange Com- 
mission, announced that on November 9, 1977, the 
Commission filed a complaint in the United States 
District Court for the Southern District of New York, 
charging John Valo (‘‘Valo’’) of Fords, New Jersey, 
with violating Section 17(a) of the Securities Act of 
1933, and Sections 7(f) and 10(b) of the Securities 
Exchange Act of 1934 (‘‘Exchange Act’’) and Rule 
10b-5 promulgated thereunder, and Regulation X 
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promulgated by the Board of Governors of the Federal 
Reserve System, pursuant to Section 7(f) of the 
Exchange Act. 


In its complaint, the Commission requested that: 


(1) a preliminary injunction and a 
permanent injunction be entered 
against Valo enjoining him from 
further violations of the above sections 
and rules; and 


(2) an order be entered directing 
Valo to report to the Commission all 
transactions in securities for two years 
from the date of the entry of the 
order. 


The Commission’s complaint alleged that Valo 
engaged in a scheme whereby he sold securities in 
cash accounts, which he had opened and was 
maintaining at several broker-dealers, without 
informing the broker-dealers through whom the sales 
transactions were effected that he did not own the 
securities. The complaint also alleges that Valo: 


(1) intended to deliver-in securities 
to complete the sales transactions only 
if a favorable movement in the price of 
the security occurred between the 
date of the sale and the date the 
securities were due to be delivered-in; 
and 


(2) generally completed sell orders 
placed with various broker-dealers 
with securities purchased after the 
date of the sale. 


In addition, the Commission’s complaint alleges that, 
in order to effect the scheme outlined above, Valo 
made misrepresentations of material facts, and 
omitted to state material facts necessary to make the 
statements made, in light of the circumstances under 
which they were made, not misleading, concerning, 
among other things: 


(1) the status of Valo as a money 
manager, investment counselor, 
hedge fund, or portfolio manager; 


(2) the substantial amount of money 
which Valo purportedly managed for 
various clients; 


(3) 
sold 
and 


the ownership of securities being 
in the broker-dealer accounts; 





























(4) the reasons why Valo had failed 
to deliver-in securities by the date set 
for such delivery. 


The Commission’s complaint includes a chart setting 
forth (1) sales transactions which Valo did not 
complete, and (2) buy-ins by broker-dealers covering 
Valo’s uncompleted sales transactions, which indicates 
that losses to broker-dealers as a result of Valo’s 
activities exceeded $140,000. 
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CORPORATE REORGANIZATION 
Release No. 322 


In the Matter of 
INTERSTATE STORES, INC., et al. 
DEBTORS. 


REORGANIZATION 
Nos. 74 B 614-802 Inclusive. 


ADVISORY REPORT OF THE SUECURITIES AND 
EXCHANGE COMMISSION ON PROPOSED PLANS 
OF REORGANIZATION 


1. INTRODUCTION 


This advisory report is submitted by the Securities and 
Exchange Commission (‘‘Commission’’) pursuant to 
Section 173 of Chapter X of the Bankruptcy Act (‘‘Act’’) 
(11 U.S.C. §573)' and Bankruptcy Rule 10-303(b) with 
respect to three plans of reorganization of Interstate 
Stores, Inc. (‘‘Interstate’’). 





‘In Title 11 of the United States Code the numbers of 
sections of the Bankruptcy Act comprising Chapter X 
are higher by 400 than the Act itself. Thus, Section 
101 of the Bankruptcy Act, the first section of Chapter 
X is §501 of the Code. Henceforth, we shall refer 
solely to the Bankruptcy Act section numbers 
unencumbered by parallel citations to those in the 
Code. 


For reasons hereinafter discussed, we conclude that, 
while the Trusteess’ Plan is feasible, it is unfair and 
inequitable to Interstate’s creditors and stockholders. 
We believe, however, that the Trustees’ Plan can be 
made fair and equitable if amended in accordance with 
the Suggestions made herein. In our opinion, the 
Debentureholder and Lehman Plans are neither fair nor 
feasible. 


On May 22, 1974, Interstate and its 188 subsidiaries 
filed original petitions for an arrangement under 
Chapter XI of the Act in the United States District Court 
for the Southern District of New York. Following 
transfer motions by certain creditors, Interstate and its 
subsidiaries filed an amended petition for reorgani- 
zation under Chapter X of the Act on June 13, 1974. On 
that date the Chapter X petition was approved and two 
trustees were appointed to operate and manage the 
business of the Debtors. Joseph R. Crowley was 
appointed independent trustee and Herbert B. Siegal 
additional (operating) trustee. 


The independent trustee filed with the Court and 
transmitted to creditors and stockholders a report of his 
investigation under Section 167 of the Act in December 
1975. On March 11, 1977, the trustees filed their 
proposed plan of reorganization. Objections to the 
Trustees’ Plan were filed by institutional creditors, 
subordinated note creditors, the indenture trustees, 
debentureholders and certain other creditors. Hearings 
on the Trustees’ Plan were held on May 9-10, 17 and 
June 7-9 and 13-14 1977. Interstate’s 4% Convertible 
Subordinated Debentures Committee proposed modifi- 
cations of the Trustees’ Plan (‘‘Debentureholders 
Plan’’) and a plan of Lehman Capital Fund, Inc., and 
other shareholders was filed in July and substantially 
amended on August 12, 1977 (‘‘Lehman Plan’’). 
Hearings on these alternative proposals were held on 
August 22-25, 1977. The Court found all three plans 
worthy of consideration and referred them to this 
Commission for examination and advisory report 
pursuant to Section 172 of the Act and Bankruptcy Rule 
10-303(b). 


On October 14, 1977, trustees’ counsel advised the 
parties of a proposed settlement of certain disputes 
with the institutional creditors and other changes in 
estimated claims. The institutional creditors have been 
claiming a default rate of interest of about $13 million in 
excess of the original contract rates proposed to be 
allowed in all the pending plans. The settlement would 
allow % of 1% per annum, about $1.25 million, in 
excess of the postbankruptcy interest on which the 
plans were based. 


The settlement would also substantially modify the 
formulae for cash distributions contained in Trustees’ 
Plan. Both the cash distributions and other 


SEC DOCKET/757 








computations are also affected by corrections made to 
the estimates of other claims outstanding. 


We treat herein the Trustees’ Plan as though amended 
as proposed in the Cotober 14 letter. Since each of the 
other plans relied on the trustees’ computations in 
dealing with these particular subjects, we treat these 
plans as if also amended in the same respects to 
maintain comparability. 


il. THE DEBTORS 


Interstate is a public corporation incorporated in 1928 
as ‘‘Interstate Department Stores, Inc.,’’ under the 
laws of Delaware to acquire the stock of companies 
operating 23 department stores. The company’s 
corporate name was changed to Interstate Stores, Inc., 
in 1970. Interstate owns all of the outstanding stock of 
its 188 subsidiary corporations, which together with 
Interstate comprise the Debtors in this proceeding. The 
Debtors presently operate a small chain of marginally 
profitable conventional department stores (‘‘Depart- 
ment Store Division’’ or ‘‘department stores’’) and a 
highly profitable and expanding chain of retain toy 
supermarts (‘‘Toys’’, ‘‘Toys ‘R’ Us’’, or ‘‘Toy Store 
Division’). They formerly operated a large chain of 
retail discount stores (‘‘Discount Store Division’’ or 
“*discount stores’’). 


A. The Department Store Division 


Until 1958,? Interstate was a department store chain. It 
had grown to about 50 stores. The department stores 
were mostly located in downtown shopping areas and 
suffered from demographic shifts in the 1950’s and 
1960’s. Interstate began closing marginal or loss stores. 
By the time these proceedings commenced in the 
spring of 1974, the Department Store Division had con- 
tracted to 26 stores. 


The closing of department stores continued during 
these proceedings. Interstate now operates 10 
conventional department stores located in 5 eastern and 
midwestern states.3 





2Interstate’s fiscal year consisting of 52 weeks or 364 
days ends about January 31. We refer above to fiscal 
1959 which was primarily the calendar year 1958. 
Hereafter the year designation will describe the fiscal 
year end and will really refer essentially to the prior 
calendar year. 


3Excluding two department stores closed in the 
current fiscal year. 
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B. The Discount Store Division 


In 1959, a period of dramatic expansion began for 
Interstate with its acquisition of two White Front 
discount stores in California. In 1960, Interstate 
acquired eight Topps discount stores operating in New 
England and the Midwest. The Discount Store Division 
was rapidly expanding. By 1970 the number of discount 
stores was 109. The White Front name was used in the 
west and the Topps name in the east. 


Fiscal year 1969 marked the last year of profitability for 
the White Front Stores and fiscal year 1971 was the last 
year of profitability for the Topps Stores. For fiscal year 
1971, the discount store division as a whole incurred 
operating losses of about $5.1 million. These losses 
increased substantially in the subsequent three fiscal 
years 1972-1974 and were reported at $10.5 million, 
$26.6 million and $27.4 million, respectively. 


About the end of fiscal 1973, Interstate commenced to 
close discount stores. Ultimately, the entire discount 
store division was discontinued and liquidated. The 
liquidation was completed by August 1974. 


C. Toys ‘‘R’’ Us (‘‘Toys’’) — The Toy Division 


In 1966, Interstate expanded into the retail toy store 
field with the acquisition of four toy supermarts in the 
Washington, D.C., area from Mr. Charles Lazarus and 
an associate for $7.5 million, of which $1.5 million was 
contingent on earnings. Mr. Lazarus, who founded the 
business in 1948, has been the chief executive of the 
Toy Division since its acquisition. 


It was not until March 1969 when Interstate acquired 
another retail toy store organization, the eight store 
chain of Children’s Bargain Town, U.S.A., that the Toy 
Division began its rapid expansion. Prior to the 
inception of this case in the spring of 1974 the Toy 
Division had grown to 47 stores. Growth has continued 
in this case, and there are now 63 speciality retail toy 
supermarts operating under the Toys ‘‘R’’ Us name 
located in nine states including six being opened in 
fiscal 1978. 


Toys provides wide selections of children-oriented mer- 
chandise twelve months year. It focuses on competitive 
pricing and maintenance of an attractive environment. 
It is the largest operation of its type in the country in 
terms of sales and earnings. 





























D. Public Financing 


Interstate raised about $50 million by public sale of 
securities in the 1961-69 period primarily to finance its 
discount stores.* It also borrowed heavily from 
institutional lenders and incurred large trade liabilities. 
A total of 5,469,069 common shares, held by about 
7,000 shareholders, are now outstanding, and 
$20,439,000 principal amount of publicly held 
convertible debentures. 


Interstate’s common stock and debentures were 
suspended from trading on the New York Stock 
Exchange on May 24, 1974, and on June 20, 1974, were 
delisted from registration on such Exchange. Since that 
time Interstate’s common stock and debentures have 
been traded in the over-the-counter market. 


E. The Collapse 


By fiscal 1969, Interstate had grown to a complex of 125 
stores (department, discount and toy stores) with con- 
solidated sales of $589 million and consolidated net 
income after taxes of nearly $11 million. Although 
consolidated sales eventually reached a peak of more 
than $789 million and the number of stores reach 175 
in fiscal 1972, consolidated net income after taxes in 
that year dropped to $1.5 million, reflecting a declining 
profit trend which started in fiscal 1970. For fiscal years 
1973 and 1974, the two years immediately preceding 
this reorganization proceeding, Interstate reported con- 
solidated losses, including losses from operations of 
business discontinued and to be discontinued, of $40.3 
million and $92.3 million, respectively. 


As noted, Interstate had adopted a program about 
December 1972 to substantially reduce the discount 
stores division. In order to carry out that program, it 
commenced negotiations with its senior creditors, 





000s omitted 


1961  4-5/8% conv. sub. debs $ 5.8* 
1964 200,000 common o:2. 
1967 4% conv. sub. debs 20.0 
1969 500,000 common 15.6 
Total $50.6 


* Offered on rights to common shareholders, 
$439,000 are still outstanding. 


consisting of $51 million of bank loans,5 a $13 million 
Eurodollar loan and $5.75 million of loans from seven 
insurance companies. On April 23, 1973, these 
institutional lenders received a guarantee of these 
obligations by all of Interstate’s subsidiaries, including 
the Toys subsidiaries. And an Amendatory Credit 
Agreement, dated June 13, 1973, but effective May 14, 
1973, was completed. 


No additional funds were provided by the institutional 
creditors, but the agreement was predicated on 
Interstate’s raising an additional $5 million from 
investors. In June 1973, Interstate did sell $5 million of 
senior subordinated notes, accompanied by warrants to 
purchase 1 million shares of common stock on or before 
November 30, 1978, at $3 a share, to eleven private 
investors. 


The Amendatory Credit Agreement, in general, 
extended the institutional debt to July 31, 1974. The 
loans had generally been made at 1/4% over variously 
defined lending rates and were increased to 2% over 
such rates, 1-’2% for the Eurodollar loans. All of the 
stock of Interstate’s subsidiaries, including the Toys 
subsidiaries, was pledged as collateral to the 
institutional debt. 


Interstate’s hopes for improvements in fiscal 1974 
failed to materialize and in the early fall of 1973 it 
started to run out of money. In December 1973, an 
apparent solution to Interstate’s problems emerged in 
the form of a proposed acquisition by Interstate of 
certain retail operations of the McCrory Corporation. It 
was believed that on the basis of such acquisition 
Interstate’s institutional debt could be refinanced. 
Negotiations continued through early May 1974. 
However, the McCrory transaction aborted. On May 
13, 1974, it was announced that all negotiations with 
McCrory terminated. By that time the trade had 
stopped supporting Interstate, lease commitments had 
not been materially reduced, and the _ institutions 
declined to extend new financing. On May 21, 1974, the 
institutions accelerated maturity of their loans, and on 
the following day Interstate sought relief in the 
Bankruptcy Court. 


ill. THE TRUSTEES’ ADMINISTRATION 


The trustees completed the liquidation of the Discount 
Store Division. They also continued to close marginal or 
unprofitable department stores, which resulted in the 





5On May 21, 1974, about $3,184,000 of deposits were 
set off against the $51 million, leaving $47,816,000 of 
principal. 
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termination of operations in more than one-half of the 
department stores operated by Interstate at the 
inception of these proceedings. 


Toys has grown to a chain of 63 stores. While trustees 
and management believe that the opening of new stores 
was impeded by this case, a total of 16 new toy stores 
has been opened during the trustees’ administration. 
During fiscal years 1975-1977, the trustees opened 
four, one and five new toy stores, respectively. As 
noted, six are being opened in the current year. During 
in 1975-1977 period, sales of Toys increased from 
$139.8 million to $197.4 million and profits before taxes 
increased from $13.1 million to $24.4 million. 


On a consolidated basis the results of the trustees’ 
operations for: fiscal years 1975-1977 showed an 
‘increase in sales from $188.3 million to $241.6 million 
and an increase in profits before taxes from $7.6 million 
to $21.3 million. 


In the spring of 1976, Interstate moved its executive 
offices from New York City to Saddle Brook, New 
Jersey, the principal place of business of the Toys 
operation, and the executive officers of Toys were 
appointed the executive officers of Interstate. Mr. 
Charles Lazarus became President and Chief Executive 
Officer; Mr. W. John Devine Executive 
Vice-President (Operations); Mr. Norman Ricken — 
Vice President (Finance( and Treasurer; and Mr. 
Seymour Ziv — Senior Vice-President (Merchan- 
dising). 


These individuals, who are largely responsible for the 
success of Toys, received aggregate remuneration for 
fiscal 1977, which includes salary, bonuses and accruals 
under a profit sharing retirement plan as follows: Mr. 
Lazarus — $300,000; Mr. Devine — $111,000; Mr. 
Richen — $89,000; and Mr. Ziv — $103,000. For fiscal 
1978, the current fiscal year, court approval was 
obtained authorizing an increase in salaries for these 
persons as follows: 40,000 each for Mr. Lazarus and 
Mr. Devine, $25,000 for Mr. Ricken and $13,000 for 
Mr. Ziv. Aggregate remuneration for fiscal 1978 is 
estimated as follows: Mr. Lazarus — $341,000; Mr. 
Devine — $161,000; Mr. Ricken — $120,000; and Mr 
Ziv — $120,000. The aggregate includes related 
changes in the bonus and profit sharing components. 


IV. ASSETS AND LIABILITIES 


Summarized below in Table | is the audited 
consolidated balance sheet of Interstate as of January 
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30, 1977, and the projected balance sheet for January 
29, 1978, before giving effect to a plan. 











Table | 
(000s omitted) 
ASSETS Actual Projected 
01-30-77 01-29-78 
Current Assets: 
Cash and equivalent 75,355 $ 83,557 
Accounts and other re- 
ceivables 7,683 5,590 
Merchandise inventories 45,131 48,807 
Fixed assets held for sale 620 14,000 
Prepaid expenses and 
other 1,269 1,399 
Total current assets $130,058 $153,353 
Property and equipment 32,829 33,709 
Excess of cost over net 
assets of subsidiaries 
acquired 14,651 14,651 
Other assets 1,395 1,232 
Total assets $178,933 


$202,945 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


Current Liabilities: 











Accounts Payable—trade $ 10,418 $ 10,785 
Accrued Expenses 8,164 7,311 
Current portion of mort- 
gage notes 587 516 
Current liabilities $19,169 $ 18,612 
Mortgage notes payable 7,221 6,382 
Deferred income 383 521 
Total liabilities to be 
assumed $ 26,773 $ 25,515 
Estimated claims (a) 139,486 139,886 
Common stock and addi- 
tional paid-in capital, 
5,469,069 shares, $1 par 
value 55,692 55,692 
Deficit ( 43,018) (18,148) 
$ 12,674 $ 37,544 
Stockholders’ equity $178,933 $202,945 








(a) Excluding postbankruptcy interest. Further adjust- 
ments to estimated claims are shown below. 





ry 























Except for excess cash, fixed assets held for sale and 


@:::: assets of $3,214,000 leased to others which is 


included in the property and equipment account, the 
assets reflected on the balance sheet are those normally 
utilized by the continuing Toy and Department Store 
Divisions. The $14.7 million of excess cost over net 
assets acquired represents the costs of certain toy 
stores acquired prior to October 31, 1970. These costs 
are not being amortized. 


Reorganized Interstate will not own the real estate of its 
new Toys stores. Due to this proceeding, the trustees 
are themselves financing the new real estate for the 
expansion. Store investments in fiscal 1978 of $14.0 
million are budgeted. Upon reorganization, it is 
expected that this real estate will be sold and leased 
back, recovering the $14.0 million in cash. 


The liabilities, except the estimated claims, are 
similarly those normally incurred in connection with the 
Debtors’ continuing operations. Table |! summarizes 
the trustees’ best estimates as of October 1, 1977, of 
the amount of claims of each class that will be finally 
allowed. 


More that 9,000 claims aggregating about $310 million 
were filed in this case. A substantial amount of these 
have either been expunged or compromised pursuant to 
court orders., The trustees estimate that the total 
principal amount of claims that will be allowed is 


approximately $136.6 million, including pre-petition 
interest, or $173.4 million, including interest to January 
29, 1978. 


The trustees’ estimate of allowable claims excludes a 
$38.8 million claim of Esgro, Inc. (now California 
Wholesale Electric Company). Esgro was a concession- 
aire of certain discount stores formerly operated by 
Interstate on the west coast. In April 1976, Esgro filed 
its proof of claim in these proceedings. The disputes 
between Esgro and the Debtors were already a subject 
of litigation in a California state court. After lengthy 
litigation concerning the forum for resolving these 
disputes, the United States Court of Appeals for the 
Second Circuit directed that the litigation be tried in the 
California state court, rather than in the reorganization 
court.§ A jury trial was held in California in December 
1976. On January 6, 1977, the jury rendered a verdict 
which, among other things, dismissed Esgro’s cross 
complaint (the same as the proof of claim in this case) 
and a judgment was entered accordingly. Esgro is now 
appealing that judgment to an intermediate California 
appellate court. 





Sin re Interstate Stores, Inc. 551 F.2d 1332 and 558 
F.2d 1042 (C.A. 2, 1977). The California case is White 
Front Stores, Inc. et al. v. Esgro, Inc. et al., Superior 
Court of State of California, County of Los Angeles 
(No. C 50105). 





TABLE II 
(000s omitted) 


Principal 
Amount 
Class: of Claim 
” Administrative creditors $ 3,000 
Tax creditors 4,038 
Small creditors 1,847 
Institutional creditors 66,566 
Toys “R” Us trade creditors §,213 
Senior sub. notes creditors 5,000 
Sub. debentures creditors 20,439 
Interstate general unsecured 
unsubordinated creditors 27,940 
Total $134,043 


Post-petition 








Interest Aggregate 

Pre-petition Through Amount of 
Interest 01-29-78 Claim 

$— $— $ 3,000 

711 1,290 6,039 

a 416 2,263 

1,566 22,733 90,865 

oo 1,174 6,387 

39 1,844 6,883 

251 3,078 23,768 

_ 6,291 34,231 

$2,567 $36,826 $173,436 
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Meanwhile, the trustees sought an order from the 
Bankruptcy Judge expunging th Esgro claim on the 
basis of the California judgment. On July 8, 1977, the 
Bankruptcy Judge entered an order declining to 
expunge the Esgro claim, pending the California 
appeal. This decision was affirmed by the district court 
on October 12, 1977. The trustees appealed to the court 
of appeals, which appeal is presently pending. 


V. SUMMARY OF THE PLANS 


The three plans are conceptually similar. They are 
internal plans of reorganization predicated on the 
solvency of Interstate. Accordingly, all senior creditor 
claims are to be paid in full with interest. Junior 





creditors and old Interstate shareholders would receive 


equity securities, representing their respective shareg) 


y 


in the reorganized company. They contemplate 
continuation of Interstate’s Toy Division and 
Department Store Division, but rely primarily on the 
growth potential of the Toy Division. 


Under all three plans, payment in full, in cash, will be 
made to administrative creditors, estimated at $3 
million; tax creditors about $6 million; and creditors 
owed $1,000 or less, except debentureholders, about 
$2.3 million. About $6 million of mortgages are 
assumed by the reorganized company and are 
unaffected by the plans. All plans deal with the 
following classes: 


TABLE Ill 


(In millions) 


Proposed Cash Distribution 





Trustees’ Plan and 
Debentureholders’ Plan 


Lehman Plan 






































Claim Percent Percent (c) 
Claims to be paid in 
cash $ 11-3 100.0 $11.3 100.0 $11.3 
Institutional creditors 90.9 51.8 47.1 74.0 67.2 
Toys’ creditors 6.4 51.6 3.3 71.0 4.5 
Sr. subordinated notes 6.9 _ —_ _ _ 
Subordinated debentures 23.8 — _ — 
Other unsecured creditors 34.2 5.6 1.9 8.0 21 
Total debts $173.5 $63.6 $85.7 
Common 
Balance of Claims: 8% Notes Preferred Shares* 
Trustees’ Plan: 
Institutional creditors $ 43.8 $43.8 $ — - 
Toys’ creditors (a) 3.1 3.1(b) 6.9 — 
Sr. subordinated notes 6.9 _ _ _ 
Sub. debentures 23.8 _ _ 2.4 
Other unsecured i 
creditors 32.3 — —_— 3.2 
Balance of debts $109.9 $46.9 $6.9 5.6 
Interstate common shares at 1 share for 1.91 old shares 2.9 
Warrants at 1 share for 4.17 warrants 0.2 
8.7 


*One share for each $10 of claim 
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The Debentureholders Plan is not tabulated separately 
since it follows the Trustees’ Plan closely. It would 
replace the trustees’ originially proposed preferred 
stocks by income debentures, bearing the same interest 
rates, and create two preferred stock issues, 812% 
senior preferred and 6% convertible’ junior preferred 
for the other unsecured creditors and subordinated 





7The conversion ratios would be the lesser of “the 
reorganization value” of the new stock or 112% of the 
average market price of the common stock for a 
60-day period following confirmation. Since there 
would be no occasion to find a reorganization value 
under this plan, the 112% of market formula would 
control. 


Table Ill — Continued 


Lehman Plan: (c) 





debenture holders, respectively, eliminating the 
issuance of common shares to these two classes. The 
old common stock would be undisturbed and the 1 
million in warrants would be exchanged for 418,410 
new shares. 


The Lehman Plan allots a combination of cash, 9% pre- 
ferred and common stock to the subordinated 
debentures and other unsecured creditors, with a 6% 
step up on the portion paid in common stock, the step 
up being paid in preferred stock. Eight million dollars 
of preferred, 33.4574% of the claim, is allotted to the 
subordinated debentures, plus another $955,000 of 
preferred for the step up. Since the estimate of other 
claims has been changed, we have recomputed 
Lehman’s allocation, following the 8% cash, 30.7% 
preferred stock and 61.3% common allocation implicit 

















Institutional $23.7 $23.7 $— di 
Toys’ creditors—notes 1.9 1.9 _ _ 
Sr. subordinated notes 6.9 6.9 — — 
Sub. debentures 23.8 a 8.9 1.6 
Other unsecured 
creditors 31:5 _ 11.8 2.1 
Balance of debts $87.8 $32.5 $20.7 3.7 
Interstate common shares 
Interstate common shares at 1.42 shares for 1 old share 7.8 
Warrants —_ 
Total 11.5 








(a) The Trustees’ Plan offers Toys’ creditors an option to take common stock, at $10 a share in lieu of 8% 
notes. This option is excluded from both the other plans. 


(b) 


The plans provide that the balance of the Toys’ claims will be paid in cash in installments with 8% 


interest. We are informed that no evidence of indebtedness will be issued. The Trustees’ Plan is silent on 


that subject. 


(c) 
about $2 million. 


We have applied the Lehman Plan’s formulae to the revised claims, which increases the cash requirement 


SEC DOCKET/763 








in their original computations. Another 3.678% of the 
preferred stock is added for the 6% step up on the 
revised common allocation. 


For reasons discussed more fully in connection with 
fairness, the plans reflect division of the 189 corporate 
entities involved into two groups, the Toy Division and 
all others. All of the Toys ‘‘R’’ Us subsidiaries are 
solvent, in the sense that their respective assets exceed 
their liabilities, while the other subsidiaries are insol- 
vent. Interstate itself is solvent because of its equity in 
the Toys Division. Its responsibility, both under various 
pledges and guarantees, and because of the integrated 
manner in which the business of the group was 
conducted, is considered sufficient to protect creditors 
of individual subsidiaries, from mere partial payment, 


but the access of non-Toys creditors to assets of the 
Toys division is indirect and derivative. Accordingly, 
the Toys creditors are considered a separate and senior 
class. 


The cash distributions proposed are based on the liquid 
assets of the respective groups, and are found mostly in 
Toys. The institutional creditors, as pledgees of the 
Toys securities and as beneficiaries of prebankruptcy 
guarantees of Toys companies, share in these 
resources. 


The institutional creditors were also the beneficiaries of 
the subordination provisions of the two issues of 
subordinated debt. The cash to which the subordinated 
creditors would be entitled as general creditors, absent 
the subordination, has been computed and reallocated 
to the institutional creditors for the reason. 


The trustees’ cash allocations were derived from the two groups as follows: 











TABLE IV 
(000s omitted) 
Toys Interstate Total 
Administrative $ 1,500 $ 1,500 $ 3,000 
Tax (a) 717 5,322 6,039 
Small creditors (a) 87 2,176 2,263 
Total $ 2,304 $ 8,998 $11,302 
Institutional (b) 40,196 6,877 47,073 
Toys 3,057 188 3,245 
Other unsecured creditors 1,937 1,937 
Total $45,557 $18,000 $63,557 








(a) 
(b) 


Actual liability of Toys and Interstate Debtors 





Pro rata cash allocation of $1,734,000 to subordinated debt reallocated to senior institutional debt. 














Projected cash Balances 1/29/78 Toys Interstate Total 
Department stores $ $11,770 $ 
Other Debtors 7,345 
Total 72,542 $19,115 91,657 
Property sale 500 500 
Tax Refund 400 400 
Adjust 1977 to actual 2,000 2,000 
Interest income 2,400 600 3,000 
Total $76,942 $20,615 $97,557 
Temporary real estate investments ( 14,000) ( 14,000) 
Working capital (_ 17,385) _ ( >2{615) ( 20,000) 
Cash for distribution $45,557 $18,000 $63,557 
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Under all three plans the 8% notes to be issued to 
institutional creditors and the obligations to Toys 
creditors have substantially the same terms. Interest at 
8% is unconditional and payable semiannually. Under 
the proposed amendments, the balance of the Toys’ 
debt is payable in four equal annual installments, on 
January 15 of each year from 1979 to 1982. 


The 8% senior notes are to mature January 15, 1986, 
about 8 years after the expected date of confirmation. 
However, it is expected that they will be paid by the 
end of fiscal year 1981. Under the Trustees’ Plan as 
amended by the proposed settlement, an annual 
payment of $6 million of principal is required on 
January 15, 1979, and each January 15 thereafter, so 
long as the tax loss carryforward is available. Addi- 
tional payments on principal on May 31, 1979, and 
each May 31 thereafter are based on net income, in 
which tax benefits from the loss carryover are included 
for this purpose. Until February 1, 1981, under the 
Trustees’ Plan, the additional payments would be 50% 
of earnings and tax credits, which payments are 
credited the $6 million mandatory payments and sums 
spent on voluntary redemption or purchase of these 
notes. 


Upon exhaustion of the tax loss carryforward, the 
minimum payments would return to the level 
originally proposed by the trustee of a mandatory $3 
million per annum, rather than $6 million; and a con- 
tingent payment based on one-third, rather than 
one-half of the first $20 million of annual net income. 
Income over $20 million would still involve a 50% 
factor. 


In addition, a prepayment of $14 million in calendar 
1978 is required, unless the sale and lease back or 
other financing of certain Toys property produces less 
that $9 million in that period. This is related to the 
budgeted $14 million temporary investment in real 
estate for new stores, but is not restricted to that par- 
ticular real estate. If such proceeds are less than $9 
million, the required prepayment would be the amount 
of proceeds plus $5 million. Furthermore, proceeds of 
sales of ‘‘certain’’ other Property outside of the 
ordinary course of business are required to be applied 
as additional prepayments. 


The trustees’ original plan provided an 8-3/4% senior 
preferred stock for part of the institutional debt. Under 
the settlement, 8% notes will be issued for all of the 
balance of the institutional debt, and the 8-3/4% pre- 
ferred is eliminated. 





8The terms have not been reduced to final form. We 
assume this includes the excess real estate and, 
perhaps, the proceeds of future store liquidations. 


The Trustees’ Plan provides 9% preferred stock for 
the senior subordinated notes, which will be the only 
preferred stock after the amendments. Dividends will 
be cumulative and payable semi-annually as declared 
by the reorganized company. The proposed settlement 
contemplates a covenant against payment of dividends 
on common stock while the 8% notes are outstanding, 
but would not prevent payment of preferred dividends. 
The 9% preferred stock will have one vote per share 
on each matter submitted to shareholders, and be 
entitled to vote as a class on any matter required by 
applicable state law to be voted on by classes. Upon 
default in dividends or sinking fund requirments, the 
9% preferred will have the right to elect a director. 


Under the original plan, the sinking fund applicable to 
the 8% notes was to continue for the benefit of the 
8-3/4% preferred and 9% junior preferred. The settle- 
ment, although transforming the 8-3/4% preferred 
into 8% notes, is to provide that the 9% preferred will 
become entitled to sinking fund payments when the 
8% notes are reduced to $17 million. We presume this 
means that the 9% preferred will share pro rata in the 
sinking fund with the last $17 million of 8% notes. 


The 9% preferred, however, will be limited to the 
originally proposed sinking fund, a minimum of $3 
million rather than $6 million a year, and based on 
one-third rather than one-half of the first $20 million of 
annual income. And, it would not include the prepay- 
ments from asset sales. 


The 9% preferred may be redeemed at any time, in 
whole or in part, at par and accrued dividends and has 
a liquidation preference over the commen stock of the 
same amount. 


With respect to these senior obligations, both the 
Debentureholders Plan and the Lehman Plan would 
substitute debt for the preferred stock originally pro- 
posed by the trustees. The proposed settlement would 
equate all three plans in this respect, except that the 
9% preferred to be issued senior subordinated notes 
creditors would be 9% income debentures under the 
Debentureholders Plan and 8% senior subordinated 
notes under the Lehman Plan. 


The Lehman Plan contemplated a substantially higher 
initial cash payment on the institutional debt than the 
Trustees’ Plan, arising in part from the difference in 
determination dates. In effect, the Lehman Plan 
combined the trustees’ $44.6 million September 1977 
initial payment and the $9.2 million sinking fund pay- 
ments based on fiscal 1978 earnings into a single 
payment, as the settlement now does. The Trustees 
now propose to pay about $47 million initially to the 
institutions, plus $14 million of prepayments in calen- 
dar 1978, a total of $61 million compared to Lehman’s 
original $67.2 million in the same period. 
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The proposed settlement involves contingencies not 
expressed in the Lehman Plan. As noted, the $14 
million payments could be reduced to the extent that 
less than $9 million is realized from the new store 
financing in calendar 1978. And the settlement itself, 
including the $47 million distribution, is expressly 
contingent on a finding, at confirmation, that there has 
been no materially adverse change in Interstate’s 
results of operations from that contemplated in the 
projections, which would materially impair the feasibi- 
lity of the plan. But proponents of the Lehman plan 
rely both on the achievement of the projections and 
the resale of the new stores, so their plan in effect 
depends on the same contingencies. Accordingly, 
differences as to initial treatment of senior obligations 
have been substantially eliminated by the agreement 
with the institutional creditors. 


The Lehman Plan differs as to sinking fund payments 
by basing the contingent amortization on ‘‘net cash 
flow’’ rather than net income. The definition of net 
cash flow is not complete, but would exclude additions 
to working capital, mortgage payments and additions 
to property from the base for computing amortization. 
Presumably, depreciation deductions would be added 
back. And, of course, the Lehman Plan uses the 
trustees’ original formula rather than the increased 
sinking fund payments prescribed by the agreement 
with the institutional creditors. 


The more significant differences among the securities 
proposed by the three plans is in the treatment of 
subordinated debentures, other unsecured creditors 


and Interstate shareholders. The Trustees Plan 
provides common stock for all of these classes. The 
Lehman Plan creates a 9% preferred stock for about 
31% of the other unsecured creditor claims and 33% 
of the subordinated debenture claims. The Debenture- 
holders Plan would create two preferred stock issues, 
an 8-1/2% senior preferred for all the other unsecured 
creditors claims and a 6% convertible junior preferred 
for subordinated debentures. 


Lehman’s 9% preferred would carry a cumulative 9% 
dividend and require redemption, after all the debt 
proposed under that plan has been paid, from ‘‘net 
cash flow.’’ The Debentureholders Plan would con- 
tinue the amortization provisions provided for by the 
trustees, applying it after all the senior debt is paid, to 
the 8-1/2% preferred. 


Table V below shows the junior capitalization proposed 
by each of the three plans. 


The Trustees’ Plan also provides for five year employ- 
ment agreements with Interstate’s four executives, 
Messrs. Lazarus, Devine, Ricken and Ziv. These 
employment agreements are to provide for salaries not 
less than the present salaries of these officers and 
stock options exercisable in five equal installments to 
purchase an aggregate of 1,200,000 shares of new 
common stock. The options are to be divided as 
follows: Mr. Lazarus - 60%; Mr. Devine - 20%; Mr. 
Ricken - 10%; and Mr. Ziv - 10%. The exercise price 
is to be the lesser of the reorganization value of the 
new common stock or the average market price of the 





TABLE V 


(000s omitted) 











Debentureholders’ Plan Lehman Plan Trustees’ Plan 
Claim Preferred Common Percent Preferred Common Percent Common Percent(c) 
Subordinated debentures $23,768 $23,768(a) - $ 8,946 1,577 13.8 2,377 27.3 
Other unsecured $32,294(b) 32,294 - 11,768 2,098 18.3 3,229 37.1 
Interstate shares ~ _ 5,469 92.9 _ 7,766 67.9 2,863 32.9 
Warrants - =_ 418 AL = = = 240 2.7 
Total $56,062 _$56,06 2 5,887 100.0 $20,714 _ 11,441 100.0 8,709 100.0 








(a) The 6% preferred stock is convertible into common at a rate based on post reorganization market prices. The 
effect of the conversion privilege accordingly cannot be computed, but would be very substantial. 


(b) Before payment of an additional $800,000 in cash under the Lehman plan. 


(c) Management and employee options aggregating 2.6 million shares could reduce the percentage of shares held by 


creditors and stockholders by 23.3%. 
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new common stock for a 60 day period following con- 
firmation of a plan of reorganization. 


Subject to ratification by the new board of directors, 
the Trustees’ Plan further provides for i) the adoption 
of a stock option plan to offer the employees of the 
reorganized company up to 1,200,000 shares of new 
common stock and ii) the granting of options to pur- 
chase an aggregate of 240,000 shares of new stock to 
approximately 400 key employees, excluding the four 
key executives referred to above. The exercise price of 
the options proposed to be issued key empolyees is the 
same as for the options proposed to be granted the 
principal executives. 


The Debentureholders Plan eliminates stock options, 
leaving that matter entirely to the discretion of the 
new board of directors of the reorganized company. 


The Lehman Plan provides for options to all manage- 
ment employees of a group to purchase 10% of the 
reorganized company’s shares. The allocation of the 
stock options among management and the terms of the 
exercise of the options shall be determined by the new 
board of directors. The exercise price of the stock 
options shall be the average price of the new common 
stock during the first three months after issuance of 
Interstate’s first annual report for the first fiscal year 
after confirmation of a plan. 


Vi. APPLICABLE STATUTORY STANDARDS 


Before the court may approve or confirm a plan of re- 
organization, it must find that the plan is ‘‘fair and 
equitable, and feasible’’° The fairness standard incor- 
porates the doctrine of absolute priorities, under which 
creditors and stockholders may participate only in 
accordance with their respective priorities.'° While 
this means that senior classes must receive full com- 
pensation for their claims before junior interests may 
participate,'' fairness is more than a mere creditor- 
protection device. It also necessarily means, among 
other things, that creditors are not to participate 
beyond their claims at the expense of stockholders’ 





8Sections 174 and 221(2) of Chapter X. 


10Securities and Exchange Commission v. U.S. Realty 
and Improvement Corp., 310 U.S. 434, 452 (1940). 


1 Case v. Los Angeles Lumber Products Co., 308 U.S. 
106 (1939); Consolidated Rock Products Co. v. 
DuBois, 312 U.S. 510 (1941). 


12 See Protective Committee v. Anderson, 390 U.S. 
414, 445-454 (1969); Knight v. Wertheim, 158 F.2d 838, 
843 (C.A. 2 1946). 


Accordingly, valuation is of central significance in 
corporate reorganization. "3 


The ‘‘value’’ of a business for corporate reorganization 
purposes usually turns on its earning capacity. As the 
late Judge Frank of the United States Court of Appeals 
for the Second Circuit observed, ‘‘Value is the present 
worth of future anticipated earning. It is not directly 
dependent on past earnings; these latter are important 
only as a guide in the prediction of future earnings.’’4 
Thus, to arrive at the valuation of a debtor, prospec- 
tive earnings are capitalized at an appropriate rate 
which reflects the business risk of the enterprise. The 
Supreme Court has stated that the application of this 
standard, ‘‘requires a prediction of what will occur in 
the future, an estimate, as distinguished from mathe- 
matical certainty is all than can be made. But that esti- 
mate must be based on an informed judgment which 
embraces all facts relevant to future earning capacity 
and hence to present worth, including, of course, the 
nature and condition of the properties, the past 
earnings record and all circumstances which indicate 
whether or not that record is a reliable criteria of 
future performance." 


Apart from the capitalization of prospective income, 
other valuation elements may include, as they do in 
the instant case, i) cash and other assets not needed 
for the continuing business, adjusted for cash required 
for working capital and for additions to plant and 
equipment, and ii) the present value of available tax 
benefits. 


Fairness does not mean that creditors must be paid in 
cash. Full payment in cash is the exception rather than 





13 See Consolidated Rock Products Co. v. DuBois, 
supra, 312 U.S. at 524: “... [I]t is apparent that a 
determination of ... value must be made so that 
criteria will be available to determine an appropriate 
allocation of new securities between bondholders 
[creditors] and stockholders in case there is an equity 
remaining after the bondholders [creditors] have been 
made whole.” 


14 Frank, Epithetical Jurisprudence and the Work of 
the Securities and Exchange Commission, 18 
N.Y.U.L. Q. Rev. 317, 342, n. 68 (1941) (emphasis in 
original) cited with approval in Protective Committee 
v. Anderson, 390 U.S. 414, n. 20 (1968). 


15 Consolidated Rock Products Co. v. DuBois, supra, 
312 U.S. at 526. 
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the rule. Payment can be and usually is made in secur- 
ities, and those securities may be 

* . of the same grade as are received by 
junior interests. Requirements of feasibi- 
lity. . .frequently necessitate it in the 
interest of simpler and more conservative 
capital structures. And standards of 
fairness permit it. . . .[But] while credi- 
tors may be given inferior grades of securi- 
ties, their ‘superior rights’ must be recog- 
nized. Clearly those prior rights are not 
recognized, in cases where stockholders are 
participating in the plan, if creditors are 
given only a face amount of inferior securi- 
ties equal to the face amount of their 
claims. They must receive, in addition, 
compensation for the senior rights which 
they are to surrender. If they receive less 
than that full compensatory treatment, 
some of their property rights will be appro- 
priated for the benefit of stockholders with-* 
out compensation. This is not permissible.’’ © 


Feasibility requires, among other things, that the cash 
needed to carry out the plan be available, that the 
reorganized company begin life with adequate working 
capital, and that it be in a position to meet its 
obligations.” The capital structure should be simple 
and conservative. This is necessary to minimize the 





16 Consolidated Rock Products Co. v. DuBois, supra, 
312 U.S. 510, 528-529. The court went on to observe 
(pp. 529-530) that “[P]ractical adjustments, rather 
than a rigid formula, are necessary. The method of 
effecting full compensation for senior claimants will 
vary from case to case. As indicated in the Boyd case 
(228 U.S. at p. 508) the creditors are entitled to have 
the full value of the property, whether ‘present or 
prospective, for dividends or only for purposes of 
control,’ first appropriated to payment of their claims. 
But whether in case of a solvent company the 
creditors should be made whole for the change in or 
loss of their seniority by an increased participation in 
assets, in earnings or in control, or in any combina- 
tion thereof, will be dependent on the facts and 
requirements of each case. So long as the new secu- 
rities offered are of a value equal to the creditors’ 
claims, the appropriateness of the formula employed 
rests on the informed discretion of the court.” (foot- 
notes omitted). 


” One court has formulated that test, thus: “A plan is 
feasible, if it does not provide for an excessive capital 
structure, if it gives the new company a reasonable 
prospect for survival, and if the net earnings which the 
new company may reasonably anticipate over the 
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likelihood of return engagements in the bankruptcy 
court with new losses to creditors and stockholders; 
fresh rounds of fees to trustees, their counsel, accoun- 
tants, etc.; and further imposition on the time of the 
federal courts. 


From what we have said it is clear that valuation is 
central to the reorganization process. Should creditors’ 
claims exceed the value of the debtor, shareholders 
have no protectable interest in that debtor.Conversely, 
if the debtor is worth more than the aggregate amount 
to which the holders of senior interests are entitled, 
those with junior interests must be given appropriate 
participation in the reorganized enterprise. Valuation 
is also significant for purposes of feasibility since the 
proposed capitalization must be related to the value of 
the enterprise. 
Vil. EARNINGS AND VALUATION 
The trustees retained the public accounting firm of 
Touche Ross & Co. (‘Touche Ross’’) and the invest- 
ment banking firm of Kuhn Loeb & Co., Incorporated 
(‘‘Kuhn Loeb’’) to assist them in valuing the Debtors. 
Touche Ross was retained for the purpose of 
examining, analyzing and testing the validity of the 
trustees’ financial projections and Kuhn Loeb’s ap- 
pointment was to value the projected earnings of the 
reorganized company and determine present values 


for the excess real estate and tax loss carryforward. 


Table VI below reflects Kuhn Loeb’s valuation of the 
Debtors, assuming a determination date of September 











TABLE VI 
(000 omitted) 
Kuhn Trustees 
Loeb Adjusted 
Capitalized value of 
projected after tax 
earnings $107,300 $109,460 
Present value of tax loss 
carry forward 41,100 40,350 
Non Operating real 
estate 4,200 4,780 
Reorganized company $152,600 $154,590 
Cash available for 
distribution 59,000 59,000 
Value of estate $211,600 $213,590 








indefinite future will be sufficient to meet the interest 
and dividend requirements of the new securities to be 
issued.” /n re Philadelphia & Western Railway Co., 51 
F. Supp. 129 (E.D. Pa., 1943). 




















30, 1977)8and subsequent adjustments to that valua- 
tion made by the trustees. 


Kuhn Loeb’s capitalized value was revised by the 
trustees to substitute actual fiscal 1977 earnings for 
the earlier and lower forecast used by Kuhn Loeb in an 
averaging computation. The $109.5 million value was 
based on the average of fiscal 1977 earnings and fore- 
casts for the three fiscal years ending February 1, 
1980, prepared by the Debtors’ management. It 
assumes that continued operation of a division of 12 
conventional department stores through the projected 
period and of an expanding Toy Division. 


A. The Toy Division 


The Toy Division, operating under the name Toys ‘‘R’’ 
Us, consists of 63 toy supermarts operating in nine 
states.'? Items sold include toys, games, bicycles and 
wheel goods, sporting goods, small pools, records, 
infant and juvenile furniture, and infants’ wear. The 
stores range from 25,000-50,000 sq. ft., averaging 
about 35,000 sq. ft. Almost all stores are freestanding 
units built since 1955, and are located mainly in 
suburban areas. 


Shown below in Tables VII and VIII are summaries of 
actual results of operations for the eight years ended 





TABLE VII 
Toys “R” Us 
(In millions) 
Net 
Selling, Income 
General Earnings Before 
Fiscal Cost of & Other Before State Federal 
Year(a) Sales Sales(b) _% Expenses % Taxes % Taxes %(C Tax % 
— ACTUAL (d) — 
1975 $139.8 $ 96:2 70.2 $29:3 21.0 $12.4 8.9 $1.1 0.8 $11.3 8.1 
1976 172.9 120.7 69.8 32.7 18.9 19.5 ttea 1.9 31 17.6 10.2 
q § 1977 197.4 1352 685 390 198 232 18 15 O8 21.7 11.0 
—PROJECTED(e) — 
1978 226.6 163.2 72.0 38.2 16.9 © 25.1 11.1 2:2 1.0 22.9 10.1 
1979 271.9 163:2 72.2 45.9 16.9 29.7 10.9 2.8 1.0 26.9 9.9 
1980 332.1 240.5 72.4 56.3 17.0 35.3 10.6 3.5 1.0 31.8 9.6 
1981 408.0 296.3 72.6 69.0 16.9 42.7 10.5 4.5 1 38.2 9.4 


(a) 
(b) 
(c) 
(d) 


Ending on or about January 31. 
All costs and expenses are shown as percentage of sales. 
Percent of earnings before taxes. 


Actual net income excludes interest income of $0.5, $1.9 and $2.6 millions for the fiscal years 1975, 1976 
and 1977, respectively. 


(e) 


No interest income was projected. 








18 The “determination date” is defined as the last day 
of the month in which a plan of reorganization is 
confirmed, or the last day of the following month, if 
the plan is confirmed less than ten days before the New York (7), New Jersey (5), Maryland (7), 
end of a month, or such other date as the court may California (19), Virginia (3), Illinois (10), Wisconsin 
designate even if confirmation occurs a little later. (2), Michigan (6) and Texas (4). 
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TABLE VIII 


(In millions) 








Fiscal year ended Number 
on or about Profit before of 
January 30 Sales Federal Income Tax(a) % Stores 

Actual 
1970 $ 47.0 $ 6.85 14.6 21 
1971 66.1 7.92 12.0 28 
1972 91.2 9.76 10.7 37 
1973 118.0 12.21 10.3 45 
1974 130.1 11.69 9.0 47 
1975 139.8 11.32 8.1 51 
1976 172.9 17.61 10.2 52 
1977 197.4 21.74 11.0 57 
Projected 
1978 226.6 22.89 10.1 65 
1979 271.9 26.93 9.9 77 
1980 332.1 31.74 9.6 92 
1981 408.0 38.18 9.4 110 


(a) 


Actual income adjusted to exclude other income, principally interest income. 





in January 31, 1977, and projected results for the four 
years ending February 1, 1981. 


Toys’ history of successful new store openings is the 
basis for management’s and the trustees’ belief that 
52 new toy supermarkets can be opened during the 
projected four year period. Shown in Table VII are the 
projected results of operations for that period and the 
acutal results of operations for the three fiscal years 
ended January 30, 1977. 


Toys’ chief executive testifies*°that the retail toy 
industry currently generates sales of about $5 billion a 
year and is growing at the rate of eight to ten percent 
a year. The free-standing ‘‘toy supermarket’’ stores 
segment of the toy industry in the United States cur- 
rently does about $400 million of the $5 billion in 
annual sales. Of that amount, Toys accounts for about 
$200 million and is the largest free-standing toy store 





20The Kuhn Loeb report contains a series of charts as 
to the toys industry which are generally consistent 
with the testimony. 
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retailer in this country in terms of both number of 
stores and sales. Its nearest competitor, Child World, 
Inc., operated 52 stores and had less than half the 
sales of Toys in fiscal 1977. 


Toys attributes its success to aggressive promotional 
techniques used to promite toy business on a year- 
round basis, rather than as a seasonal activity. This 
concept, patterned after food supermarkets, empha- 
sizes self-service, low markup and large variety of 
goods year-round. Financing is provided, to a large 
extent, from the toy manufacturers who offer 
extended credit terms and purchase discounts. Toys 
develops groups of stores in a single metropolitan area 
to make joint use of a single warehouse and area 
promotional activity. 


Toys’ has established a computer and communications 
system. Ali stores are linked to regional computers 
through point-of-sales electronic equipment which 
continuously record data as each retail sale is made. 
The information collected by Toys’ seven regional 
computers is channeled on a daily basis via Westar or 
telephone lines to the central computer in the home 
office in Saddle Brook, New Jersey. This system 


























provides continuous current data on sales, inventory 


reorder levels, etc. 


Sales for the projected period, management assumes, 
will increase from $197.4 million for fiscal 1977 to $408 
million for fiscal 1981, or 107%. The increase is based 
on management’s assumption that stores which have 
been open for*more than two Christmas seasons will 
increase their sales by 8% per annum.”' New stores to 
be opened in existing markets, it was assumed, would 
average sales of about $1.3 - $1.7 million per store for 
their first Christmas season22and about $2.6 - $3.4 
million for their first full year in operation, which 
includes their second Christmas season. New stores to 
be opened in new markets are projected to realize 
average sales per store for their first Christmas season 
of $1.2 - $1.3 million and $2.5 - $2.7 for their first full 
year in operation. 


The projections allow for some dilution in sales in 
existing marketing areas where new stores are 
opened. For fiscal 1978 all new stores will be in 
existing market areas, while penetration into two new 
market areas is planned for each of the fiscal years 
1979-1981. 


Profit margins, as may be observed, are projected to 
decline somewhat below the levels experiences for 
fiscal years 1976 and 1977. 


The trustees prepared projected balance sheets for the 
four fiscal years ended February 1, 1981, reflecting 
Toys’ assets and liabilities at those year ends before 
giving effect to a plan. Shown below in Table IX are 
actual balance sheets for the three fiscal years ended 
January 30, 1977, and the projected balance sheets, as 
modified by us for clarity fo presentation and analysis. 
The cash is excluded from total assets because under 
the plan the bulk of the cash accumulations will be 
distributed and projected cash balances will also be 
affected by the terms of a plan. The estimated Toys 
pre-petition liabilities are not shown on the balance 
sheets because the plans provide for their settlement. 


Management determined the projected toy inventories 
by applying an annual compound rate of 5% to the 
average store inventory at January 31, 1973, of 
$544,000, multiplied by the projected number of stores 
for the fiscal year. At January 29, 1978, these calcula- 
tions resulted in the projected inventory of $44.4 
million, from which an assumed reserve of $3 million 


was deducted. Projected receivables are mostly 
composed of cash advances and exchanges with 
vendors. Toys has no credit sales. 


The fixed assets account reflect projected purchases of 
fixtures and leasehold improvements for new stores 
and improvements to existing property and 
equipment. The investment required to open a new 
store is relatively modest. Generally a new store is 
leased, installation of fixture costs about $150,000 and 
the investment in merchandise inventory is about 
$450,000, net of payables. In the toy industry, a very 
large part of the Christmas inventory is shipped on 
‘*extended dating’’ so the merchandise need not be 
paid for until the end of the season. 


B. Department Store Division [‘‘department 
stores’’] 


The Department Store Division consisted, at the 
hearing, of the 12 remaining conventional department 
stores located in six states.23 These stores are located 
in downtown or suburban areas in or near small or 
moderately sized cities. The stores vary in size from 
about 44,000 sq. ft. to 220,000 sq. ft. and sell full lines 
of apparel and furnishings, home furnishings and 
other goods and products customarily found in depart- 
ment stores. Certain departments in these stores. are 
leased and operated by non-affiliated persons. These 
leased departments, which include principally shoes, 
beauty salons and jewelery are operated as an integral 
part of the stores. The department stores are operated 
as individual units rather than as a chain. 


During the last several years Interstate’s Department 
Store Division has been contracted substantially as 
marginal and unprofitable stores were closed. The 
trustees believe the remaining stores are viable, but 
there are no pending plans to open new department 
stores. 


Shown in Table X are the trustees’ projected results of 
operations for the 4 years ending Fedbrary 1, 1981, 
and the actual results of operation for fiscal years 
1975-1977. During the actual 1975-1977 period 
occupancy costs were classified as selling, general and 
administrative expenses. They are reclassified as cost 
of sales in the projections. This explains about 5 
percentage points of the increase in cost of sales and 
decrease in selling, general and administrative 
expenses. 





21 includes inflation factor of about 5-6% per annum. 


22New toy stores are opened on or about November 1 
for the ensuing Christmas season. 


23Upstate New York (3), Michigan (3), Indiana (3), 
West Virginia (1), Kentucky (1) and Tennessee (1). The 
Tennessee store and one in Indiana are now being 
closed. 
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The sales are projected to increase at a rate of 8% per 
nnum. No adjustment has been made for the recent 
decision to close two stores. Management believes 
that the closing of these marginal stores will not signi- 
ficantly alter the projected net income, although it will 
reduce volume. 


The projected balance sheets for the department 
stores for the four fiscal years ending February 1, 
1981, shown in Table XI were also prepared by the 
trustees and modified by us as previously explained 
with respect to the Toy Division projections. We 
excluded estimated pre-petition liabilities which will 
be settled by the terms of a plan. We have also 
eliminated about $2.3 million of fixed assets held for 
sale, which have either been surrendered in lieu of 
foreclosing or written off since the Touche Ross 
analysis. 


C. Consolidated Results and Valuation of Ongoing 
Operations 


We have previously shown the separate actual results 
of operations for fiscal 1975-1977 for the Toy and 
Department Store Divisions and the separate projected 
results for both divisions for the four fiscal years 
ending February 1, 1981. Shown below in Table XIl 
are the consolidated projected results of operations for 
the five fiscal years 1977-1981 which were made 





Kuhn Loeb valued the continuing operations by 
applying a price/earnings (‘‘P/E’’) ratio to their 
estimate of foreseeable earnings. After analyzing the 
five year projections 24 and various other financial data, 
they concluded that the projections were reasonable. 
They stated, however, that they ‘‘felt more comfor- 
table with the projections for earlier years than we did 
with the projections for later years. . . .’’ Conse- 
quently, they decided that a reasonable estimate of 
foreseeable earnings would be an average of the 
projected adjusted earnings, after federal income 
taxes, for the four fiscal years ending February 3, 
1980, or $13,416,000. 


To determine an appropriate capitalization rate, Kuhn 
Loeb selected six discretionary 2° hard goods merchan- 
disers which, in their opinion,have had an outstanding 
growth record over the past several years for compari- 
son with the Toy Division. They selected two depart- 
ment store chains to compare with the Department 





24The examination of the actual 1977 results by 
Touche Ross, the trustees’ independent accountants, 
had not yet been completed when Kuhn Loeb prepared 
their initial valuation. 





25 Discretionary refers to merchandise, like toys, 
available to Kuhn Loeb. which are considered optional purchases. 
TABLE XiIl 
(In millions) 
Fiscal Year 
Ending at or After Tax 
about January Projected Projected Adjusted Adjusted 
30 Sales Earnings* Adjustments Earnings* Earnings(c) 
1977 $243.6 $17.9 $1.9(a) $19.8 $10.3 
- 1978 269.6 23.7 .4(b) 23.3 12.1 
1979 318.3 28.0 -4(b) 27.6 14.3 
1980 382.2 33.0 .4(b) 32.6 17.0 
1981 462.2 39.7 .4(b) 39.3 20.4 


*Before federal income tax 


(a) 


Representing $1 million of estimated bankruptcy costs, $4 million provision for loss on department 


stores closed, and $3,123,000 of interest income on excess funds for the year. 


(b) 
(c) 


After assumed federal income taxes at 48% rate. 


Repesents income from excess real estate which was separately valued. 
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Store Division. They averaged the annual high and low 
market prices of those companies’ common shares for 
each of the calendar years 1971-1975 and divided the 
averages by the latest reported per share fiscal year 
earnings to arrive at the average annual P/E ratios. 
The same procedure was used for 1976, except that 
the latest 12 months reported earnings prior to 
December 31, 1976, were used instead of the prior 
reported fiscal year earnings. 


Table XIII below reflects Kuhn Loeb’s P/E ratios for 
several years and our averages for those ratios for the 
1971-1973 period. 


Examining P/E ratios of the above companies, Kuhn 
Loeb commented that the ratios have fluctuated 


dramatically over the past five years, reflecting the 
volatile nature of the stock market during that period 
particularly with respect to relatively new companied) 
with unusually high rates of growth. In general, they 
states, the average P/E ratio of the six discretionary 
hard goods merchandisers declined from extremely 
high P/E ratios during the 1971-1973 period to below 
average ratios in 1974 and 1975. They found a similar 
situation for the department store chains. 


It was also Kuhn Loeb’s opinion that the six discre- 
tionary hard goods merchandisers in general have had 
substantially higher rates of growth in sales and 
earnings over the last five years than Toys expects to 
have over the next five years. They also observed that 


TABLE Xill 


Historical Price/Earnings Ratios of 
Selected Retailing Companies 








Average 
1971-1973 _1974 
Child World 26.0x 6.0x 
Tandy 23.1 <6 f 
Payless 
Cashways 29.9 9.0 
Pay ’n Pak 17.0 4.9 
Best Products 39.8 8.9 
Service 
Merchandise 21.4 = 
Average 26.2x 6.3x 
Dillard 10.7 5.7x 
Wieboldt 13.3 10.1 
Average 12.0x 7.9x 





Latest 12 t 
1975 1976(a) Months(b) ()) 
4.4x 9.6x 7.4x 
4.6 9.4 9.9 
9.1 10.9 13.3 
Te 0, an 8.8 
3.0 8.8 11.8 
4.0 _ 8.4 11.3 
5.4x 9.0x 10.4x 
4.4x 6.6x 5.8x 
4.4x 6.1x 7.6x 


(a) Average price in 1976 divided by latest 12 month earnings. 


(b) P/E ratios as at January 28, 1977, using the earnings per share reported for the latest twelve months ¢) 


and market prices of the common shares on that date. 
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a ‘‘significant’’ part of Interstate’s assets and a lesser 


tore Division, which commands a relatively low P/E 
ratio. 


part of its earnings are presently in the Department 
6 


Taking all of the foregoing into consideration, their 
judgment was that the average P/E for 1976 were 
most representative and that a P/E of 8 should be 
applied to the average forseeable earnings of 
$13,416,000, resulting in a value of $107,300,000 for 
continuing operations. 


The trustees subsequently increased the valuation of 
ongoing operations to $109,460,000 to allow for 
the actual earnings of the Toy Division, before federal 
income taxes, of $21,735,000 for fiscal 1977, as 
compared to the projected earnings for that year of 
$19,750,000. 


D. Other Assets 


1. Excess Cash 


Excess cash in the amount of $59 million was added to 
the value of the estate. The trustees arrived at this 
amount based on their projection that cash as of 
February 1, 1977 would total $74,576,000 and that 
additional cash of $2 million would be realized by 
September 30, 1977 from interest income earned on 
invested funds. From the assumed total available of 
about $76.6 million, they then deducted approximately 
$17 million to be retained for working capital for fiscal 
1978. 


2. Excess Real Estate 


Interstate’s excess real estate primarily consists of 
store properties formerly occupied by the terminated 
Discount Store Division. These properties are either 
wholly owned by Interstate, owned by joint ventures 
with others, or under long term leases to Interstate. 
There are also several parcels of unimproved land and 
a property improved with a one family home. These 
properties have no relationship to the continuing 
operations of the Toy and Department Store Divisions. 


Kuhn Loeb found a net value for the properties after 
mortgage debt of $4.2 million based on appraisals, 
where available, and present valuations of future cash 
flows. Subsequently the trustees increased the value 
of the excess real estate to $4,780,000, primarily as a 


result of receiving several 
properties. 26 


offers for various 


3. Loss Carryforward 


We will defer discussion of the loss carryforward since 
the change in the determination date to the end of 
fiscal 1978 required a recomputation of the present 
value of the tax savings used by Kuhn Loeb and the 
trustees. The new computation will be reviewed in our 
discussion of the valuation. 


Vill. COMMISSION’S COMMENTS ON VALUATION 


A. Working Capital, Cash Available for Distribution 
and Tax Loss Carryover 


The trustees have agreed to a determination date at 
the end of fiscal 1978, which the other plan proponents 
and our staff have been advocating. The amount of 
cash available for distribution and the present value of 
the tax loss carryover change when viewed at January 
29, 1978, rather than September 30, 1977. The 
changes largely offset, but there is still an adjustment 
of the relevant value, arising from the fact that the 
September 30 date involved accrual of 8 months 





26One property was valued at the offer received of 
$42,000 and one at management’s estimate of 
$10,000. Adjustment was also made for intervening 
mortgage payments. 


Total equity in wholly owned and joint 


venture properties $4,640,172 
Less 10%-selling and other costs (464,017) 


Estimated realizable proceeds at time 


of sale $4,176,155 
Discounted at 15% for one year .8696 
Net present value of estimated 

realizable proceeds from above 

properties $3,631,600 


Net present value of cash flows from joint 
venture and leased properties 
at 15% 1,155,694 


$4,787,294 


This has been reduced to about $4.2 million to reflect 
the subsequent sale of the San Jose, California, 
property for about its appraised value of $580,000. 
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interest on the liability side of the computation, with- 
out allowance for the income, all of which is realized in 
this business in the omitted four months of the year. 


The agreement with the institutions fixes the initial 
distribution on the institutional debt at $47.1 million: 
Adding the other initial cash distributions requires a 
total of $63.6 million on consummation. And, an 
additional $14 million is to be paid to the institutions 
in the rest of 1978. Since this $14 million represents 
the budgeted temporary real estate investments, 
which are among the projected assets on January 29, 
1978, the amount may be included in the distribution 
of assets by the plan, making a total of $77.6 million. 


Table XIV shows that pro forma working capital at 
January 29, 1978, based on Table | above, would be: 





This is liberal by ordinary mercantile standards, but in 
view of the reliance on the expansion program, we are 
reluctant to recommend depletion of the liquid BY) f 
resources. We accept the $77.6 million proposed to be “™@ 
distributed from cash and temporary investments as a 
sufficient measure of that element of value. 


The increase of funds for distribution from the $59 
million originally proposed to the present $77.6 million 
represents essentially an inclusion in the initial distri- 
bution of about $9.2 million of post confirmation 
sinking fund payments from fiscal 1978 income, and 
realization of the tax savings for fiscal 1978, estimated 
at about $11,5 million, discounted, in the trustees 
computation of the value of the loss carryforward. 


TABLE XIV 


(in millions) 


Cash 








$20.0 Accounts payable $10.8 
Receivables 5.6 Accrued expenses 7.3 
Inventory 48.8 Current portion: 
Prepayments 1.4 Mortgages $0.5 
8% Notes 6.0 
Toys debt 0.8 7.3 
$78.8 $25.4 
Ratios indicated by the forecast are: 
Current 3 to 1 
Quick 1to1 
Cash .79 to 1 





27The determination date is the date as of which the 
claims are computed and from which interest 
commences to accrue and earnings to accumulate for 
the new securities. It is not necessarily the date of 
confirmation of a plan or its consummation, but 
should be reasonably close to those dates. In a 
seasonal business, it is essential that the determina- 
tion date be the end of a business year to avoid 
serious mismatching of income and accruals. 
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Accordingly, the revised present value of the tax 
saving is reduced. We disagree in some respects with 
the trustees’ new computation of this value, as shown 
in Table XV below: 


The $9 million deduction represents estimated deduc- 
tible losses on discounted stores and similar items. It 
is unimportant for present purposes whether such 
losses are deducted in fiscal 1978 or when realized, mi) 
since the deduction would produce a current tax @ 














Me ee ee 


K 


(\ 








saving of equal value even if the deduction were 
deferred until realization. We are not expressing an 
opinion on the amount or availability of those deduc- 
tions, which, in any event, have not been explored in 
the record reviewed. 


claimed deductions was a very remote possibility. The 
risk considered was that of failure to earn enough income 
to fully use the deductions and make the expected 
savings. Trustees’ experts agreed on a discount rate of 
12%. 


TABLE XV 


(000s omitted) 























Projected Discounted 
Fiscal Pre-Tax Special Balance Tax Percent Value 
Year Income(a) Deductions(b) Carryforwards Savings 12% 8% 
1977 $ — $ — $ 58,133 $ — $ — 8 — 
1978 26,734 (49,327) $ 80,726 _ — $ — 
1979 24,357 a (24,357) 11,691 10,438 10,825 
1980 31,285 a (31,285) 15,017 11,971 12,875 
1980 expiration coe ( 2,491) — a — 
1981 39,169 _ (22,593) 10,845 7,719 8,609 
1981 investment tax credit ~ 709 — 563 
oi 0 $38,262 $30,128 $32,872 











(a) 

(b) Interest on pre-petition debt 

Deferred finance costs 

Administrative expenses 

Est. going-out-business reserves 
& other timing differences. 





After interest charges on new debt under Trustees’ Plan. 


$37,077 


250 
3,000 


9,000 


$49,327 


The trustees’ omission of the investment tax credit was 
supported by the testimony of his accountant, who 
stated he considered that it did not seem significant 
enough to include in the evaluation. The accountant was 
uncertain as to the amount involved, but the availability 
of about $700,000 in 1981 was established on cross 
examination and confirmed at $709,000 by a 
subsequently filed schedule. 


The selection of a discount rate involved judgment on 
several factors. Kuhn Loeb testified that they regarded 
6-1/4% an appropriate risk free factor and considered a 
range of rates - 10%, 12% and 15% - to reflect the risks 
of failing to achieve the projected savings. According to 
the testimony, they originally proposed a 10% discount 
rate and Touche Ross, the trustees’ accountants, 
proposed a 15% rate. Kuhn Loeb was satisfied in 
discussions with Touche Ross that disallowance of the 


In this case, the $38.3 million of prospective tax savings 
are matched, through the sinking fund, with payment of 
the 8% debt, and 9% preferred issued under the plan. 
The cost of delay in realization of the tax savings is the 
interest on the obligations to be paid therefrom. Prima 
facie, 8% is the appropriate discount for the timing. 


There is an inherent element of uncertainly in realization 
of the tax savings, since they are dependent on the 
income forecasts. However, as noted, the income from 
the Toys Division has been consistent and satisfactory 
for many years. Up to now, at least, the management 
forecasts have proven reliable, and tended to be 
conservative. Utilization of the available tax benefits, 
moreover, is ashort range matter, and requires only part 
of the income forecast for 1981. It does not seem 
necessary to discount the tax benefits more than 8% per 
annum. 
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B. The Multiplier 


We are met at the outset by a methodological 
inconsistency in Kuhn Loeb’s use of price earnings 
ratios for common stock of comparable companies as a 
multiplier to determine the enterprise value of 
Interstate. As Kuhn Loeb notes, we have regularly relied 
on such ratios, but a further step is required to develop a 
value for the entire business. The price earnings ratio 
applies only to the common stock segment of the 
capitalization. It would differ for two similar companies 
with the same net income per share if the debt for one 
company was 80% of capitalization and 40% for the 
other. 


If capital structures in an industry are generally similar 
and the senior capitalization of the company being 
valued is to be left undisturbed, a direct comparison 
based on price-earnings ratios for common stock may be 
sufficient.2° Or an enterprise multiplier can be obtained 
by comparing income before interest with the total 
equity and debt.?9 





28/mperial ‘400’ National, Inc. Corp. Reorg. Rel. 312, 
p. 34, July 12, 1972. 


29 Yale Express System Inc., Corp. Reorg. Rel. 309, p. 
16 Jan. 14, 1972, R. Hoe & Co. Inc., Corp. Reorg. Rel. 
319, p. 14, September 8, 1976. 


Accepting, for the moment, Kuhn Loeb’s multiplier of 8, 
but applying it only to forecast earnings for common 
stock of the reorganized company, would produce, when 
the senior securities are added, the following total 
values. For this purpose, we use the computations 
prepared for the trustees’ original plan, Since the Kuhn 
Loeb’s analysis long antedates the institutional creditors 
settlement. 


Table XVI is not intended as an alternative valuation. It 
is merely aconcrete illustration of the effect of omission 
of the senior capitalization ‘under this method. Kuhn 
Loeb’s $107,300,000 valuation of the continuing 
operation cannot be accepted as complete. 


Kuhn Loeb actually computed, but did not use the 
capitalization ratios of the comparable companies it 
retied on. Senior securities approximated 40% of the 
capitalization of two of the six.discretionary hard goods 
companies, 20% for one, 11% for two and 6% for the 
sixth. The distinction between an enterprise multiplier 
and a price earnings ratio is important, but due to high 
prevailing interest rates, the difference in this case is 
modest. Recomputation of Kuhn Loeb’s Table 4, adding 
back interest and debt, yields earnings multiplers for the 
six hard good companies for 1976 ranging between 8.4 
and 11.3, compound to the price earnings ratios for the 
same period ranging from 7.1 to 10.9, as shown in Table 
XII. 


TABLE XVI 


(000 omitted) 


Earnings before Federal Income Taxes 
and extraordinary items (a) 
Interest expense 


Pre Federai Tax income 


Net income after 48% tax 
Preferred dividends 


Earnings for common 


Value at 8 multiplier 
Senior securities: 

Long term debt (b) 

Preferred stock 


Total 


1978 1979 1980 
$ 23,311 $ 27,555 $ 32,583 
1,655 847 182 
$ 21,656 $ 26,708 $ 32,401 
$ 11,261 13,888 16,849 
2,130 2,130 2,130 
$ 9,131 $ 11,758 $ 14,719 
73,048 94,064 $117,552 
32,330 22,157 11,349 
24,155 24,155 24,155 
$129,533 $140,376 $153,256 


(a) Afterexcluding income from excess real estate, separately valued. 


(b) Including current portion. 
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We also disagree with the significance attributed by 
Kuhn Loeb to the presence of the Department Store 
Division as adepressing factor. At the end of fiscal 1977, 
the $16.5 million operating assets of the department 
stores, excluding cash, represented 20.0% of the 
combined assets, with the same exclusion. Actual 
pre-tax operating income of the department stores, $1.3 
million, was only 5.6% of combined operating income of 
$23.0 million. And, as ndted, two marginal department 
stores are now being closed. There can be doubt that the 
reorganized company will be viewed essentially as a 
chain of toy supermarkets. The Department Store 
Division has already been reduced to a minor aspect of 
the enterprise and its relative progresses. To apply a 
discount, as Kuhn Loeb did, because of the presence of 
this profitable but less promising division is not 
acceptable. 


We are satisfied, in light of the corrections discussed 
above and the character of the forecast earnings 
discussed below, that a multiplier to ten is appropriate. 


C. Toys Earnings Forecasts 


In this case, the income forecasts are dependent on a 
growth and expansion program. Such a program is 
entitled to consideration in determining reorganization 
value.” Needless to say, it requires adequate 
substantiation and careful examination. We have 
discussed above the testimony as to the available 
market, the capital requirements and the organizational 
and financial resources of the reorganized company. 








30 Protective Committee v. Anderson, 390 U.S. 414,452 
(1969). 


It is important to realize that the present 
expansion program is not a new or untried venture. 
During the four fiscal years 1970-1973, prior to the onset 
of Interstate’s financial problems, the number of Toys 
stores increased at a compound annual rate of 28.9%. 
Sales during the period increased at a compound rate of 
35.9% and income, before federal income taxes, at a 
compound rate of 21.2%. 


Shown below are the projections prepared by 
management for the three fiscal years 1975-1977. As 
will be noted, for the three years actual sales were $37.3 
million, or 7.9% greater than projected and the 
operating profit was $6.2 million, or 14% greater than 
projected. 


During the reorganization period, the number of stores 
inceased at a compounded annual rate of only 5.7%. 
Nevertheless, sales increased at a compounded annual 
rate of 18.8% and pre-tax operating profit 38.6% 


The forecast expansion actually contemplates a 
deceleration of the rate of growth. The number of stores 
is projected to increase during the four fiscal years 
1978-1981 at a compounded annual rate of 19.2%. Sales 
during that period are projected to increase at the 
compound rate of 21.7% and income, before federal 
income taxes, at the compound rate of 18.6% 


The feasibility of the proposed expansion program is 
supported by several additional factors. During the four 
fiscal years 1970-1973 Toys was only one rather small 
division of Interstate and as such, competed with the 
other larger divisions for capital and management 
resources. The reorganized company, in contrast, will 
devote virtually all of its resources to Toys, which is now 
a leader in this particular field. Another important factor 


TABLE XVII 


(000s omitted) 














Fiscal Sales Operating Profit (a) 
Year Stores Projected Actual Projected Actual 
1975 51 $120,203 $139,841 $ 12,441 $ 11,317 
1976 52 $157 ,000(b) 172,889 12,138 17,314 
1977 S7 195,527 197,380 19,618 21,735 
$472,730 $510,010 $ 44,197 $ 50,366 


(a) After state and local taxes, but before federal income taxes, interest income and extraordinary items. 


(b) The projection dated November 21, 1974, was prepared more than two months prior to the beginning 
of the 1976 fiscal year and reflects the conservative approach taken by management due to the then 
recently initiated Chapter X proceeding and the then existing recession. 
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is management control. During the current fiscal year 
Toys has substantially completed the installation of its 
point-of-sales electronic system, previously described. 
There was no such system in the 1970-1973 period. The 
value of this system to management and its impact on an 
expansion program must be recognized. Leaving the 
bankruptcy court is also a positive factor. 


As previously stated, the trustees’ projections for Toys 
assumes that the new stores opened in each of the 
projected years will realize certain amounts of average 
sales in each of their first two years of operations. The 
trustees’ projections of average sales for the new stores 
are below the average realized by new Toys stores 
opened during the past three fiscal years. In fiscal year 
1975, the 4 new stores opened in that year realized sales 
of $7,245,000, or an average of $1,811,000 per store. In 
fiscal 1976, these stores had sales of $12,250,000, or an 
average per store of $3,062,000. in fiscal 1977, the 5 new 
stores opened in that year had total sales of $8,265,000, 
or an average per store of $1,653,000. 


In the current fiscal year of 1978, the trustees project 
total sales of $10.5 million for the 8 new stores intended 
to be opened, or an average per store of only $1,312,500. 
By comparison with the actual results of new stores 
opened in the prior fiscal years, the projected average 
per store is 27.5% less than the average for fiscal 1975, 
and 20.6% less than the average realized in 1977.”' 


Similarly, the average sales per store projected for the 
second year of operations are lower than actual historical 
experience. The trustees project total sales of $22 
million, or an average per store of $2,750,000, for fiscal 
1979, for the 8 stores forecast in fiscal 1978. Actual 
average store sales in fiscal 1976 of the 4 stores opened 
in the prior fiscal year was $3,062,000, or 11.3% greater 
than projected by the trustees. 


Weare aware that, due to zoning problems, the trustees 
now expect to open only six of the eight new stores 
scheduled for the current fiscal year. In light of the 
foregoing analysis, this change will not necessarily 
affect the forecast net income for this year. 
Nevertheless, this illustrates an important fact. 
Forecasts do not purport to be a precise prediction of 
future results. Their validity depends on the 
reasonableness of the assumptions as to market 
opportunities, costs and profits. Undoubtedly, more 
stores will be opened in some years and less in other than 
is now predicted. Many variables are involved. 





31No meaningful comparison can be made with the 
one store opened in fiscal 1976. 
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Twenty specific sites have already been identified for the 
twelve new stores projected for next year (fiscal 1979). 
The question is not whether exactly tweive stores will be 
opened in those twelve months. It is the cumulaive 
growth rate of the reorganized company that is 
significant. Within reasonable limits, it can be safely 
assumed that variations will tend to balance out. 


Kuhn Loeb, in mid fiscal 1977, averaged forecast after 
tax earnings 32 for the four fiscal years 1977-1980, 
producing an earnings base of $13,416,000 per annum. 
This is equivalent to using the future income level 
between the fiscal 1978 forecast of $12.1 million and the 
fiscal 1979 forecast of $14.3 million.2° Very little growth 
is allowed for under Kuhn Loeb’s method. 


Averaging earnings over a period of years is a useful 
method of dealing with a cylical or mature business. An 
arithmetical average of a growth pattern is not 
meaningful. It is an unnecessarily complicated method 
of choosing an early earning base, and excluded further 
growth from consideration. We agree that accepting a 
prolonged future escalation of earnings is equally 
unrealistic. The earnings base must be predicated on 
concrete evidence, rather than an assumption, which at 
some point will necessarily become invalid, of indefinite 
continuance of a trend. But forecasts based on specific 
plans for additions in the near future are capable of 
being evaluated, as in the present case. 


Further growth expectations are most appropriately 
dealt with in the multiplier. It is the combination of a 
near term earnings base and a conservative multiplier 
which produced Kuhn Loeb’s $107 million value for the 
reorganized company. 


D. Conclusions As To Value 


We conclude that the going concern value of the 
reorganized company has been substantially under- 
estimated. The growth potential calls for an enterprise 
multiplier of about 10, rather than the multiplier of 8 
relied on by Kuhn Loeb and the trustees. However, 





32No allowance was made for the tax effect of interest 
on the debt securities to be issued under the plans, or 
for income on the substantial cash balances which are 
incident to the seasonal business. 


33The forecast after tax net income was $12,493,000 
for fiscal 1978 and $13,162,000 for fiscal 1979. The 
interest deductions must be added back, and the 
“other income” deducted to obtain the forecasts used 
by Kuhn Loeb. 




















combining a growth multiplier with a future earnings The going concern value is derived from forecast fiscal 
base computed through use of a growth factor, as 1979 earnings of $14,329,000 before interest, but after a 
suggested by some objectors, errs in the opposite 48% provision for Federal income taxes, to which an 
direction. enterprise multiplier of ten is applied. The operating 
business and tax savings represent about $176 million of 
If the reorganized company is as successful as is now this aggregate, the remaininng elements being 
expected, it should be worth substantially more in the independent. 
1980’s than the present reorganization value. The hope 
of such future appreciation is an important factor inthe Any going concern value actually represent a range of 
present value of an equity security. ** values. Our conclusion that the operating business, 
| including related tax benefits should be valued at $176 








The earnings base for a growth dependent multiplier million would not preclude a plan based on a valuation 
should not be limited to a purely historical earnings equivalent to $170 million or $180 million. It does reject 
level.*>One of the purposes of a plan of reorganizationis the trustees’ valuation of about $140 million for the same 
to eliminate historical encumbrances and impediments elements, and any plan which depends on a substantial 
to profitable operation of a debtor’s business. Its effects departure from the level indicated. 
are entitled to consideration. The market penetration of 
the Toys Division was interrupted by Interstate’s failure IX. FAIRNESS, EQUITY AND FEASIBILITY 
and specific remedial measures are already underway. 
Tables | and XIV above are sufficient to answer the initial 
In this case, we would not go beyond the income level questions as to feasibility of a plan. The reorganized 
forecast for the forthcoming fiscal year (1979), for which company is left with ample working capital and all the 
the market analysis and site selection has already been other resources required to carry out its business 
undertaken, in choosing an earnings base. Our approach program. More basic questions of feasibility are so 
does not really differ from that of Kuhn Loeb, once _ intimately related to the disputes as to the new capital 
allowance is made for the fact that Kuhn Loeb made its structure that they are best considered together with the 
study when earnings for fiscal 1977 and 1978 were fairness of those proposals. 
estimates only. 
' A. Settlement with Institutional Creditors 
q € It should be emphasized that the going concern value is 
not really a function of the earnings of any particular The trustees’ agreement with the institutional creditors 
year, or dependent on the precise results attained in that involves, (1) a settlement of their claims to the high post 
year. The new stores scheduled to be opened in fiscal Maturity interest rates specified in their original loans by 
1979 represent only about 6% of the sales for that year. allowing an additional $1.25 million, and (2) an increase 
Most of the forecast income is derived from existing in the sinking fund. The interest dispute was 
operations. complicated by the amendatory credit agreement, which 
took the form of textual amendments to the original loan 
The value of the estate should be based on the following 29reements revising all interest rates, but was silent as 
dienes: to how the amendments should be applied on default. 
There is authority in this circuit for allowance of interest 
at an increased default rate, but in that case, the 





Going concern value $143,290 increase was modest and found to be reasonable.36 We 
Tax loss carry over 32,872 are dealing here with variable floating interest rates, 
Excess real estate 4,207 and default rates which might be found to be penal. The 
Temporary real estate investments _ 14,000 settlement is about 10% of the disputed amount. There 
is a bona fide dispute and we regard its settlement on 
Reorganized company $194,369 these terms as fair. 
Cash for distribution 63,557 


All of the plans recognized the senior status of the 
Total $257,926 institutional debt, which stems generally from 
are ee pre-bankruptcy guarantees of the obligations by all of 
Interstate’s subsidiaries. No question of fairness is 
raised by a more rapid repayment of the debt. The 





34R.F.C. v. Denver & Rio Grande Western RR Co., et 
al., 328 U.S. 495, 522-524 (1946). 





@ 35 Protective Committee v. Anderson, supra. 36 Ruskin v. Griffiths, 269 F. 2d 827 (C.A. 2, 1959). 


SEC DOCKET/783 





increase in mandatory prepayments is sufficiently linked 
to proceeds of new store financing and to availability of 
tax savings to minimize its effect on the feasibility 
analysis at the hearing. Essentially, the institutions have 
insisted on application to the sinking fund of previously 
overlooked surplus fund sources. 


Table XVIII below revises the cash flow projections at 
the hearing to reflect the new terms. The contingent 
sinking fund payment on May 31, 1980, estimated at 
$9,643,000, is pro rated between the 8% notes and the 
9% preferred stock in proportion to the balances at the 
end of fiscal 1980.” The mandatory payment on January 
15, 1981 is $3 million, due to exhaustion of the tax loss in 
that year, and applies to the notes only. The contingent 
sinking fund based on fiscal 1981 earnings is expected to 
be sufficient to pay the balances of the 8% notes and 
preferred stock on May 31, 1982. 


The fiscal year end cash balances include contingent 
sinking fund payments ranging from $6 to $9 million, 
based on that year’s income and disbursed on May 31. 
Replenishment of basic inventories also foliows the close 
of the fiscal year, and work on stores is concentrated, to 
the extent feasible, in the slack season. The year end 
cash balances are expected to be used in the first eight 
months of the next fiscal year, and replenished in the 
final four months. Modest seasonal borrowing may be 
required. 


The revised paymeni schedule, which is in substantial 
part contingent on actual results, seems to be feasible. 
No room, however, is left for significant additional 
payments. The suggestion that the sinking fund should 
be based on cash flow rather than net income requires no 
further consideration. 


Toy’s business is essentially acash business with a rapid 
turnover. While the expansion program means that 
inventory and equipment for new stores will outpace the 
depreciation deduction, this is already sufficiently 
allowed for by basing the sinking fund on half of net 
income. It would be unrealistic to seek an unlimited 
deduction for costs of expansion and no need appears for 
rejecting the terms already agreed on in order to 
substitute a more complicated formula. 





37 The interest and dividend computations, which were 
made before recognition that the preferred stock 
would share in this payment, have not been corrected 
since the rates are similar and the correction would be 
insignificant. It should also be noted that the interest 
and dividends are on a cash basis, and do not reflect a 
full years accrual. 
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B. Cash Distribution to Toys and Other Creditors 





The Toys’ subsidiaries are sufficiently valuable that the hi) 
Toys’ debts, including the institutional creditors’ 
pledges and guarantees from that source, are all amply 
covered. These creditors are properly treated as 
separate classes entitled to senior status, and are duly 
afforded that status under the plans. 





As developed in Table lV above, the distributable cash of 

the Toys subsidiaries, after deducting priority 
obligations is prorated between the institutional 
creditors and the Toys creditors. The institutional debt, 
which is a claim against the Toys subsidiaries, through 

the guarantees, is reduced by the cash distribution \ 
available from the general estate to about $84 million. 

This is about 92.2% of the total Toys debt, so the i 
institutional creditors receive 92.93% of the $43,253,000 
available cash of the Toys division after deducting 
priority Toys obtigations. 


Since most of the values available for other creditors and 
shareholders arise from Interstate’s equity in the Toys 
division, the creditors of the remaining 130 odd Debtors, 
including Interstate, are treated on a consolidated basis. 
Except for the cash available for distribution, the equity 
in the Toys business and in the department store 
business must be represented by equity securities. 





Of the $18 million of distributable cash, $9 million is 
committed to payment of priority obligations and small 
claims, leaving $9 million to be divided among all 
creditors from this source. Due to the subordination 
provisions in the senior subordinated notes and the 
subordinated debentures, which give debts for money 
borrowed a senior position as to them, the $90.9 million 
of institutional debt is treated as though it represented 
the combined claims of itself and of the subordinated 
debt, atotal of $121.6 million, representing 76.4% of the 
aggregate claims. 





The ‘‘other’’ creditors, representing $34.2 million of 
claims are entitled to 21.5% of the total cash available 
for distribution, or $1.9 million. 


i 


C. Subordinated Debentureholders, Other Creditors and 
Shareholders 


All three plans propose to issue equity securities to the 
subordinated debentureholders and other creditors. The 
significant difference between the trustees’ all common 
stock plan for the bulk of these claims and the other two 
plans, are the provisions of the latter to create various () { 
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species of junior preferred stock3® to perpetuate 
differences in rank among the classes. 


The Lehman Plan would use $20.7 million of 9% 
preferred, junior to the senior subordinated notes, for a 
portion of both the debenture and other creditors claims, 
and allocate common stock for the balance. This level of 
preferred is supposed, under the Lehman Plan, to be 
retired by continuation of the sinking fund for several 
more years. 


The Debentureholder Plan would create $32.3 million of 
first 8-%2% junior preferred, all to be paid from a longer 
continuation of the sinking fund, for the whole balance 
due to other creditors, and a second 6% convertible 
preferred for the subordinated debentures. 


The Lehman Plan would add $1,864,000 per annum in 
preferred dividends to the reorganized company’s 
charges and the Debentureholder Plan $4,171,000 per 
annum. No dividends on this stock could be paid until 
retirement of the senior debt.39 


Even under the Lehman Plan, the reorganized company 
would, after paying the rather heavy senior debt and 
exhausting its tax benefits, face retirement of another 
$25 million, including accummulated dividends, plus 
future dividends. And, under the Debentureholders 
Plan, another $49 million, including accumulated 
dividends, but excluding the principal of the convertible 
debentures, would have to be retired. 


This overhang would unquestionably have a serious 
depressing effect on new common stock. Since the 
retirement of these securities would involve a 
substantial mandatory sinking fund, a realistic analysis 
of reorganized company’s capital structure would also 
require treating those obligations as something more 
than mere preferred stock, which would have some 
impact on its credit. Moreover, the complexity of its 
capital structure would impede its ability to issue 





38The analysis does not depend on whether the secu- 
rities issued to the senior subordinated note holders 
are called a subordinated debt or a senior preferred 
stock. The loss carryforwards eliminate even most of 
the tax savings from a debt designation. We are satis- 
fied that the trustees’ identification of these securities 
as preferred stock is the most accurate. Changing the 
name to permit the junior preferred stock proposed by 
the other plans to omit the word “junior” from its title 
does not improve the rank or quality. 


39The institutional settlement limits dividends to 
those on the senior preferred to be issued senior sub- 
ordinated note holders and Table XVIII shows no 
significant margin for additional disbursements. 
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securities or effect mergers or acquisitions on 
reasonable terms. 


The creation of such intermediate securities in a 
reorganization creates an insoluble conflict between the 
requirements of- feasibility and fairness. To the extent 
the reorganized company’s obligations are watered 
down to improve feasibility, the quality of the securities 
is reduced, making them less of an equitable equivalent 
for the claims they are designed to pay. 


The principal function of the junior preferred, under 
both plans is to reduce the amount of common stock 
issued to creditors, by substituting, in whole or in part, 
preferred stock of a face value nominally equal to the 
claims. Not surprisingly, the Lehman Plan, sponsored 
by common shareholders, applies this technique to both 
junior creditors classes. The Debentureholder Plan 
directs the fixed amount preferred entirely to other 
creditors, while assigning its own class a convertible 
preferred, which can be used to assert seniority over the 
common or participate with the common, whichever 
appears more advantageous in the future. 


In each case, the fallacy is in treating the proposed 
securities as a pro tanto payment of theclaims. ‘‘Clearly, 
those prior rights are not recognized, in cases where 
stockholders are participating in the plan, if creditors are 
given only a face amount of inferior securities equal to 
the face amount of their claims.’’*° It would be pointless 
to attempt to determine a realistic investment value for 
the proposed preferred, since these securities 
themselves serve no valid purpose and are, as noted 
above, unnecessarily detrimental to both the 
reorganized company and its new stockholders. 


The former creditors are providing a large part of the 
equity for the reorganized company and all of them are 
entitled to the benefits of a true common stockholder 
status. They are entitled to share in the profits of the 
enterprise and not to be limited to a right to be paid a 
fixed amount, if things go well, but to share in losses, if 
they do not. 


The Debentureholders Plan involves a_ particular 
unfairness with respect to the terms of the proposed 
convertibility feature. The plan would provide for a 
conversion ratio at 112% of the average market price of 
the new stock during the 60 days following the 
determination date. Such short range market values are 
excluded from consideration in reorganization plans for 
sound technical market reasons. 


Upon consummation, the new securities pass to persons 
who have been effectively frozen into an involuntary 





40 Consolidated Rock Products Co. v. DuBois, supra, 
312 U.S. 510, 528-529. 
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investment for a substantial period of time. Hence, the 
selling side of the market must be expected to reflect an 
extraordinary volume of sellers. Conversely, since the 
securities are new and unfamiliar, it is unlikely that the 
buying side of the market will include many ordinary 
investors. 


This technical imbalance is self-correcting, particularly 
in the case of a substantial reorganized company. One 
critical factor is the speed with which financial data is 
disseminated among the financial community, and the 
degree of interest the new company attracts. But basing 
a value, whether for convertibility or for warrants or 
options, on the immediate post reorganization market 
prices, involves incorporating an inherently unreliable, 
and usually prejudicial valuation into the plan. This is 
unfair and inequitable on its face. 


D. Allocation of New Common Stock 


The Trustee’s Plan was originally based on a valuation of 
the new common stock at $10.60 a share. By allocating 


one share for each $10 of creditors claims, the plan 
allowed a step-up of 6% to creditors. The present 
common stock and warrants were reduced by a reverse 
split to represent the balance of the total value in the 
same $10.60 new shares. 


The settlement with institutional creditors and 
adjustment of the determination date involves a 
modification of most of the original calculations, but the 
trustees’ adhere to the going concern value of 8 times 
$13,682,500, or $109,460,000. The effect of the other 
changes would increase the per share value of the new 
stock of $11.939 per share. Since the Trustees also 
adhere to the original allocations, they are in substance 
increasing the creditors’ step-up to about 19.4%. 


The following Table XIX summarizes the calculations, 
based upon the trustees’ revisions. 


TABLE XIX 























(000s omitted) 
) | 
| 
‘ Trustees’ Plan 
5 q 0 Portion To New 
4 | Receive Total Shares at Reorganization 
. | Common Claims $11,939 Value Percent 
Priority and small claims $ — $ 11,302 _ $ — _ 
Institutional _ 90,865 = = es 
e Toys’ obligations — 6,387 _ _ — 
@ Senior subordinated _ 6,883 _ — - 
ir Subordinated debentures 23,768 23,768 2,376.8 28,377 27.3 
e Other creditors 32,294 34,231 3,229.4 38,556 aan 
“s Total $ 56,062 $173,436 5,606.2 $ 66,933 64.4 
if 19.39% step-up 10,870 10,870 
Adjusted debt $ 66,932 $184,306 
‘r Valuation—see below _ 221,352 
d 5,469,069 shares common 34,186 _ 2,863.4 34,186 32.9 
a 1,000,000 warrants 2,863 _ 239.8 2,863 2 
of Total $103,981 $ 37,046 8,709.4 $103,982 100.0 
ie = See | SREP UTR hes URE RMOE GE REL: RTE PRPTITICND OITTT FT VFI 
re é 
or Valuation Computation: Capitalization: 
Going-concern value $109,460 8% notes $ 43,792 
1S Tax loss carryforward 30,128 Toys’ obligations 3,142 
ry Excess real estate 4,207 9% preferred 6,883 
a Temporary real estate investments 14,000 Senior $ 53,817 
Reorganized company $157,795 Common 103,981 
a, Cash for distribution 63,557 Reorganized company $157,798 
Y ( Total $221,352 
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Even on the trustees’ valuation, the Trustees’ Plan is 
clearly unfair and inequitable with respect to allocation 
of the new common stock. The 6% step up originally 
proposed has become, without reason, more than three 
times as large. But, for reasons stated above, we also are 
unable to accept the trustees’ going concern value. 


In the interests of simplicity, the amended plan should 
leave the presently outstanding common stock and the 
one million warrants undisturbed. The common equity 
under the most conservative approach is sufficient to 
approach $10 a share for the existing stock and there is 
no need to effect an exchange or modification. Although 
it would be lawful to substitute an equitable equivalent 
for the warrants,’ there is no reason to excuse the 
warrant holders from supplying additional capital before 
receiving a present stock interest in the reorganized 
company. 


An extension of the November 30, 1978 final exercise 
date of the present warrants would be justified because 
of the interruption of this case. The warrants were 
issued, for a nominal consideration, as additional 
compensation for an emergency loan shortly before the 
beginning of the case and when the lenders were well 
aware of the financial crisis. And the warrant holders 
had the advantage of almost four years of highly 
successful business development in this case, 
substantially enhancing the value of their speculation. It 
would seem that an extension to June 30, 1979, to give 
them the benefit of annual results for the first post 
reorganization year, would be an adequate adjustment 
for the time factor. We would also suggest that it would 
be desirable, although far more essential, to permit use 
of the 9% preferred stock to be issued to the same 
persons, at par and accrued dividends, or cash for 
exercise of the warrants. 


The 4-5/8% convertible subordinated debentures, of 
which about $439,000 principal amount are outstanding, 
are convertible into common stock at a rate of $8.36 a 
share. It is clear that this rate is more favorable than the 
reorganization value. Like the warrants, those 
debentureholders have a conversion right which is 
entitled to recognition. Since they must, in any event, be 
converted into common stock, use of the contractual rate 





“| Niagara Hudson Power Copr. v. Leventritt, 340 U.S. 
336 (1951). This case is sufficient answer to the 
Lehman Plan’s proposal to simply reject the warrants. 
A warrant is perhaps an executory contract, subject to 
rejection, but Section 202 of Chapter X provides for 
damages. The effect of rejection would not differ from 
the effect of direct recognition of the investment value 
of the warrant. 
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is the most direct method of recognizing both rights. The 
conversion right does not apply to the accrued interest of 
about $82,000. The plan should provide 11.96 shares for 
each $100.00 principal amount of these debentures or 
about 52,500 shares, plus shares for accrued interest at 
the rate applied to other debts. With this adjustment, we 
will consider the number of shares of common 
outstanding as 5,521,581 and reduce the debentures 
obligation to $23,329,000. 


Table XX below summarizes the pro forma capitalization 
of reorganized company in terms of the conclusions as to 
value which we reached above, and the allocation to 
common stock required by those conclusions. It is 
necessary to speak with unrealistic precision in 
calculating a usable specific exchange factor, but the 
admonition of the Supreme Court about the illusion of 
mathematical certitude** must be kept in mind. 


In computing allocations of common stock, we applied a 
9% step up to the claims of junior creditors, as 
compensation for the senior rights which they are to 
surrender.*? We have used a higher step up rate than the 
trustees to reduce the former creditors’ dependence on 
the growth potential of the new common stock for full 
compensation. As noted above, the transformation of 
creditors to stockholders relieves them from the 
limitation to recovery of a fixed amount inherent in a 
debt. The step up, by increasing their proportionate 
share in the equity of a reorganized company, enhances 
the possibility of recovering more than their claim. The 
appropriate rate of step up involves a balancing of such 
possibility of appreciation against the risks of the equity 
status. 


E. Treatment of Disputed Claims 


The Trustees’ Plan provides in Article XX that the plan 
shall not be consummated if disputed claims exceed $10 
million. This clause should be deleted. The question of 
whether it is feasible to proceed to consummation does 
not depend on the amount of disputed claims pending, 
but on a realistic evaluation of the risks involved in 
consummating the plan. With an internal plan, like that 
here, it is not uncommon to disregard the pendancy of 
claims, regardless of size, if the court is satisfied that the 
risks of recovery are negligible. 





42 Consolidated Rock Products Co. v. DuBois, supra, 
312 U.S. at 526. 


3 Id. at 529. 





(6 








do 














ra, 





TABLE XX 
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Trustees’ Recommended 
Valuation Valuation Senior Capitalization 
Going concern $109,460 $143,290 8% notes $43,792 
Tax loss carryover 30,128 32,872 Toys’ obligations 3,142 
Excess real estate 4,207 4,207 9% preferred 6,883 
Temporary real estate investments 14,000 14,000 $53,817 
Total $157,795 $194,369 
Senior obligations ( 53,817) ( 53,817) 
$103,978 $140,552 
Claims to 
Receive New Reorgan- 
Common Shares at ization 
Stock $12.715 Value Percent 
Subordinated debentures(a) $ 23,329 1,999.9 $ 25,429 18.1 
Other creditors 32,294 2,768.4 35,200 25.0 
Total $ 55,623 4,768.3 $ 60,629 43.1 
9% step-up 5,006 
Adjusted $ 60,629 ( 60,629) 
Equity for common and warrants $ 79,923 
Common shares (a) 5,521,581 5,521.6 $ 70,207 50.0 
Warrants (b) 1,000,000 3,000 9,715 6.9 
Total 6,521,581 $ 82,923 10,289.9 $140,551 100.0 
Per share value $12.715 


(a) 
(b) 


After conversion of $439,000 principal of 4-5/8% debentures at $8.36. 


Dilutive effect of warrants allowed for by assuming exercise in computing new share value. The total 


reorganization value, however, is computed by deducting the exercise price from the reorganization 


value of the shares covered by the warrants. 





Since the Esgro claim is unlikely to be resolved until 
completion of prolonged appellate procedures, Article 
XX would be a very real and unnecessary impediment to 
prompt consummation of this plan. Esgro’s objection to 
approval of the plan until its claim is finally disposed of is 
without merit. Section 179 of Chapter X, dealing with 
acceptances, recognizes that there can be claims filed 
and still in dispute at this stage of the proceeding. 
Article X of the Trustees Plan provides a comprehensive 
procedure for dealing with disputed claims, including 
the establishment of escrows on or before the 
determination date of cash and new common stock in 
amounts to be approved by the court. 


Since the holders of disputed claims do not accept the 
plan under Section 179, their rights are protected under 


the standards of Section 216(7) of Chapter X. The plan 
provides fair and equitable treatment of disputed 
claims. 


F. Proposed Employment Agreements 


Article XIII of the Trustees’ Plan provides for 5 year 
employment agreements with the four executives of 
Toys ‘‘R’’ Us, who are now the officers of Interstate. 
Section 13.2 states: 


‘‘These employment agreements shall 
provide for salaries not less than the present 
salaries of such officers and shall provide for 
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options exercisable in five equal installments 
to purchase an aggregate of 1,200,000 shares 
of New Common Stock at a price equal to the 
lesser of the reorganization value per share of 
New Common Stock or the Average Market 
Price of New Common Stock for the 60-day 
period following the Determination Date.’’ 


The testimony was that the options will be cumulative, 
so the purchase of full 1.2 million shares may be delayed 
until the end of the five year period. In addition to 
salaries, these executives receive substantial bonuses 
and are beneficiaries under a profit sharing retirement 
plan.** The testimony was that the five year employment 
agreements are still being negotiated and that the future 
bonus and profit sharing terms are among the subjects of 
these negotiations. 


Section 13.3 of the Trustees’Plan also provides for stock 
options of an additional 240,000 shares, on the same 
terms for about 400 other employees. And the trustee is 
to adopt, prior to the determination date, another stock 
option plan for an additional 1.2 million new shares. The 
plan does not identify the beneficiaries or the terms for 
the second 1.2 million shares.*> 


The exercise price of the proposed options is to be the 
lesser of reorganization value or the average market 
price for the sixty day period following the determination 
date. As we said above with respect to convertible 
preferred stock proposed in the Debentureholders Plan, 
the effective base under this formula would be the 
immediate post reorganization market price. And, for 
reasons stated there, the use of that formula is, on its 
face, unfair and inequitable. 


The proposed options represent 23.3% of the shares to 
be issued under the Trustees’ Plan and 20.4% of the 
shares to be issued under the recommended 
amendments, so their potential dilutive effect on the 
distributions to both creditors and stockholders would be 
substantial. 


It is equally clear that the provision for a second 1.2 
million shares of stock options, on terms not even to be 
disclosed until shortly before confirmation has no place @ 
in the plan. The initial 1,440,000 share options are an 
abundant, if not excessive, commitment of this form of 
compensation. Almost doubling that provision is not 
worthy of further consideration. | 








Even if these elements of unfairness are eliminated, the | 
provision of 1,440,000 shares for options is exceptionally 
liberal. We have no doubt of the importance and value of 

these executives to the reorganized company. But the | 
terms of their employment is a matter for the 
reorganized company, not for the court. It deals solely 
with the future operations, not with the administration of 
this estate. Incorporating their employment contracts, 
including stock options, in a plan of reorganization 
would have the effect of preempting the standards of 
corporation law and sound business practice which 
govern such agreements. 


We will not undertake to express an opinion as to the 
terms which should be offered. This is a matter of 
business judgment, not of legal standards under 
bankruptcy law. 


X. Other Matters 


Prior to the inception of this proceeding, Interstate was \ 
an reporting company under the Securities Exchange O@ 
Act of 1934, and the reorganized company will continue 

to be a reporting company, pursuant to Section 12(g) of 
that Act (15 U.S.C. 781(g). We recommend that, as soon 
as practicable after confirmation, appropriate pro forma 
financial statements of the reorganized company be 
submitted to our Division of Corporation Finance for 
examination and review. 


if 


By the Commission. 


George A. Fitzsimmons 
Secretary 








“* Total remuneration authorized by the court for the current fiscal year is estimated as follows: 


Office 


President 

Executive Vice President (Operations) 
Vice President (Finance) 

Senior Vice President (Merchandising) 




















Profit 
Salaries Bonus“ Sharing* Total 
$190,000 $125,000 26,000 $341,000 
110,000 34,146 16,000 160,946 
85,000 22,764 12,600 120,364 
85,000 22,764 12,600 120,364 
$470,000 $204,674 68,000 $742,674 


* Dependent on forecast earnings of $27.3 million before Federal taxes. 


45Secton 13.3 could be read as fixing the exercise price by the same formula as used for the other two q é ( 
options, but we are advised by trustees’ counsel that this is not the intent. 
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The legal status of any listing in this Index is not affected thereby. 


ACCOUNTING AND AUDITING 


Accounting Series Releases 


No. 


No. 


No. 


No. 


No. 


No. 


No. 


No. 


No. 


No. 


No. 


No. 


No. 


No. 


No. 


173-A, 5/9/77, In the Matter of Peat, Marwick, Mitchell & Co., Amendment to Opinion and Order 
pursuant to Rule 2(e) of Rules of Practice, 34-11517A, no. 4, p. 361 

212, 4/18/77, In the Matter of Eugene Testa and W. A. Stebbins, order denying the privilege of 
appearing or practicing before the Commission, no. 1, p. 67 

213, 5/2/77, In the Matter of Maurice Rosen, Order Pursuant to Rule 2(e) of Rules of Practice. 
34-13490, no. 3, p. 288 

214, 5/2/77, In the Matter of Marvin F. Rosenbaum, Notice of Permanent Disqualification from 
Appearance or Practice Before the Commission, 34-13495, no. 3, p. 294 

215, 5/9/77, In the Matter of Phillip J. Wolfson, Opinion and Order Pursuant to Rule 2(e) of Rules 
of Practice, 34-13521, no. 4, p. 376 

216, 5/16/77, In the Matter of John W. Hosford, d/b/a John W. Hosford & Co., Order Accepting 
Resignation from Commission Practice as an Accountant, no. 5, p. 451 

217, 5/16/77, In the Matter of Wilbert S. Fox, Order Accepting Resignation from Commission Practice 
as an Accountant, no. 5, p. 452 

218, 5/23/77, Quarterly Reporting Requirements for Life Insurance Companies, 33-5828. 34-13564. 
no. 6, p. 457 
219, 5/31/77, Valuation of Debt Instruments by Money Market Funds and Certain Other Open-End 
Investment Companies, IC-9786, no. 7, p. 715 

220, 6/15/77, Notice of Rescission of Certain Accounting Series Releases, 33-5835. 34-13630, 35-2007. 
no. 9, p. 816 

221, 6/24/77, In the Matter of Grant C. Aadnesen, Esq., Notice of Permanent Disqualification from 
Appearance or Practice before the Commission, 34-13676, no 11, p. 1015 

222, 6/24/77, In the Matter of Ernest C. Neuman, Notice of Permanent Disqualification from Appearance 
or Practice before the Commission, 34-13677, no. 11, p. 1016 

223, 6/28/77, in the Matter of Thomas Leger & Company and Thomas Leger, Opinion and Order 
Pursuant to Rules of Practice, 34-13692, no. 11, p. 1038 

224, 7/18/77, In the Matter of Allen M. Lindenberg, Notice of Permanent Disqualification from Appear- 
ance or Practice before the Commission, 34-13759, no. 14, p. 1275 

225, 8/31/77, Lease Accounting and Disclosure Rules, 33-5860, 34-13902, 35-20155. no. 20. p. 1612 


Regulation S-X 


Proposed complete revision of Article 9 to be applicable to bank holding companies and banks, 33-5823, 


34-13457, 35-19995, IC-9730, 4/21/77, no. 1, p. 7 


Rule 3-16, General notes to financial statements, and Rule 12-02, Marketable securities—other security 


investments, proposed amendment, 33-5825, 34-13500, 35-20016, 5/2/77, no. 3, p. 282 
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Rule 3-16, General notes to financial statements, amended, 33-5828, 34-13564, AS-218, 5/23/77, no. 6. 
p. 457; 33-5860, 34-13902, 35-20155, AS-255, 8/31/77, no. 20, p. 1612 

Proposed Rule 3-18, Financial accounting and reporting for oil and gas producing activities, 33-5861, 
34-13910, 35-20158, 8/31/77, no. 20, p. 1617 


Staff Accounting Bulletins 


No. 15, 8/11/77, no. 17, p. 1514 


ADMINISTRATIVE PROCEEDINGS 


See list at end of index for persons and companies named in Findings, Opinions, Orders, Notices 


AMERICAN STOCK EXCHANGE 


Fictitious options transactions, inquiry into reporting of, see 34-13797, 34-13798, LR-8035, 7/22/77. 
no 15, p. 1375 


Applications to Strike from Listing and Registration 


Alan Wood Steel Company, granted, 34-13840, 8/8/77, no. 17, p. 1489 
Bundy Corporation, granted, 34-13498, 5/2/77, no. 3, p. 295 

Colwell Mortgage Trust, granted, 34-13763, 7/18/77, no. 14, p. 1276 
Fidelity Mortgage Investors, granted, 34-13498, 5/2/77, no. 3, p. 295 
Gruen Industries, Inc., granted, 34-13761, 7/18/77, no. 14, p. 1276 
Shearson Hayden Stone, Inc., granted, 34-13498, 5/2/77, no. 3, p. 295 
Speizman Industries, inc., granted, 34-13761, 7/18/77, no. 14, p. 1276 


Applications to Withdraw from Listing and Registration 


Bell Industries, 34-13833, 8/5/77, no. 17, p. 1487; granted, 34-13906, 8/31/77, no. 20, p. 1636 
Falcon Seaboard Inc., 34-13833, 8/5/77, no. 17, p. 1487; granted, 34-13906, 8/31/77, no. 20. p. 1636 
Frigitronics, Inc., 34-13881, 8/22/77, no. 19, p. 1569 

Roy Company, Milton, 34-13833, 8/5/77, no. 17, p. 1487; granted, 34-13906, 8/31/77, no. 20. p. 1636 
Wyle Laboratories, 34-13890, 8/25/77, no. 19, p. 1571 


Proposed Rule Changes 


Arbitration panels in arbitrations between a member and non-member, Amex-77-11. 34-13569, 5/23/77. 
no. 6, p. 472; approved, 34-13756, 7/15/77, no. 14. p. 1274 

Communications between specialists and officials of listed companies, Amex-77-7. 34-13516. 5/6/77. 
no. 4, p. 373; approved 34-13715, 7/5/77, no. 12, p. 1109 

Consiitution Article 11, Sec. 2, Amex-77-14, 34-13708, 6/30/77, no. 12, p. 1101 

Determinations to halt or suspend trading, procedure for obtaining review, Amex-77-17, 34-13811. 
8/1/77, no. 16, p. 1418 

Exercise price intervals for option series, Amex-77-9, 34-13518, 5/6/77, no. 4, p. 374 

Foreign companies listing standards, Amex-77-18, 34-13796, 7/22/77, no. 15, p. 1374 

Member’s principal floor transactions with respect to customer agency orders, Amex-77-6, approved. 
34-13596, 6/3/77, no. 8, p. 763 

Membership requirements, regulation of associated persons and member organizations. Amex-77-5. 
34-13514, 5/6/77, no. 4, p. 373 


792/SEC DOCKET 





@) 

















@) 





“@ 


Off-board trading, wire connections, short sales, and fingerprinting, Amex-77-13, 34-13724, 7/6/77, 
no. 12, p. 1119 

Options principal members, Amex-75-15, approved, 34-13593, 6/2/77, no. 7, p. 693 

Options trading, Amex-77-15, 34-13776, 7/19/77, no. 14, p. 1289 

Proceedings to determine whether to disapprove proposed amendments to Part 1 and Part 10 of Amex 
Company Guide, Amex-77-3, 34-13542, 5/13/77, no. 5, p. 429; extension of 30 days for presentation 
of data, etc., 34-13660, 6/22/77, no. 10, p. 939; order disapproving, 34-13912, 8/31/77. no. 20. 
p. 1640 

Put options trading, Amex-76-11, approved, 34-13592, 6/2/77, no. 7, p. 692 

Reportable position report requirements, Amex-77-16, 34-13746, 7/13/77, no. 13, p. 1133 

Restricted options, Amex-77-10, 34-13586, 6/1/77, no. 7, p. 690 

Rule 482, proposed rescission, Amex-77-19, 34-13828, 8/4/77, no. 16, p. 1425 

Supervision of accounts, Amex-77-12, 34-13624, 6/14/77, no. 9, p. 834; approved, 34-13786. 7/21/77. 
no. 14, p. 1292 

Trading of put and call options on certain debt securities, Amex-77-8, 34-13559. 5/20/77. no. 6. 
p. 461 


ANNOUNCEMENTS 


Alert to Issuers of Publicly Held Securities re billing of corporations for unrequested services involving 
distribution of corporate reports, 34-13455, 4/21/77, no. 1, p. 41 


Beneficial Ownership Disclosure Requirements, solicitation of comments with respect to objections raised 
by institutional investors, 33-5859, 34-13900, 8/29/77, no. 20, p. 1598 


Clearing Agencies, Regulation of, request for comment on proposed registration standards: order 
extending registrations; and extension of time for concluding proceedings, 34-13584, 6/1/77. no. 7, 
p. 671; further extensions, 34-13911, 8/31/77, no. 20, p. 1640 


Delegation of authority for Director, Division of Market Regulation, to exchange with Federal bank 
regulatory agencies notices of examination, and copies of reports and related data resulting from 
examination, of a bank clearing agency, transfer agent, or municipal securities dealer. 34-13605. 
6/7/77, no. 8, p. 770 


Delegation of authority to Director, Division of Market Regulation, to approve admission to. or continuance 
in, membership, participation or association with a member of a self-regulatory organization of 
persons who are subject to statutory disqualifications, 34-13727, 7/8/77, no. 13, p. 1124 


Delegation of authority to Director, Division of Market Regulation, to designate persons not subject to 
Rule 17f-1 as reporting institutions upon specified terms, conditions, and time periods. 34-13831. 
8/5/77, no. 17, p. 1465 


Delegation of authority to Regional Administrators, Division Director, Associate Directors and Assistant 
Directors to furnish to witnesses copies of formal orders of investigation. 33-5843, 34-12758. 
35-20112, 39-476, IC-9851, |A-596, 7/15/77, no. 14, p. 1256 


Electric and Gas Utility Companies, Development of Guidelines for Disclosure by. advance notice of 
proposed rulemaking, 33-5827, 34-13552, 35-20032, 5/19/77, no. 5, p. 426; ext. of time for comment. 
33-5850, 34-13843, 35-20136, 8/9/77, no. 17, p. 1460 


Information and Requests, and Regulations Pertaining to the Privacy of Individuals and Systems of 
Records Maintained by the Commission, miscellaneous amendments, 33-5847. 34-13819. 35-20122. 
39-477, IC-9877, |A-603, 8/1/77, no. 16, p. 1415 


Investment Companies Investing in Tax-Exempt Securities, certain matters concerning. IC-9785. 
5/31/77, no. 7, p. 713 
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Investor Dispute Resolution System, Implementation of, proposal to be considered, 34-13470, 4/26/77, 
no. 2, p. 186 


Life Insurance Companies, Request for Submission of Views with Respect to the Offer and Sale of 
Certain Contractual Arrangements Issued by,33-5838,6/22/77, no. 10, p. 915; ext. of comment period. 
33-5858, 8/26/77, no. 20, p. 1598 





















Lost and Stolen Securities Program, designation of AutEx, Inc. to receive reports and inquiries, 34-13538. 
5/12/77, no. 4, p. 389; implementation of program for reporting and inquiry. 34-13832. 8/5/77, 
no. 17, p. 1468 


Management Remuneration, Disclosure of, interpretation, 33-5856, 34-13872, 35-20142, IC-9900, 8/18/77. 
no. 18, p. 1520 


Mutual Funds, Bearing of Distribution Expenses by, statutory interpretation, !C-9915. 8/31/77. no. 
20, p. 1657 


New York City Blackout, exchanges and NASD advised they are free to operate a market in any 
securities other than options, 34-13751, 7/14/77, no. 13, p. 1135 


Oil and Gas Producers, Accounting Practices, solicitation of comments, 33-5837, 34-13647. 35-20080. 
6/20/77, no. 10, p. 900 


Program for Allocation of Regulatory Responsibilities Pursuant to §240.17d-2, ext. of time for filing plans 
to 5/15/77, 34-13537, 5/12/77, no. 4, p. 388 


Railroad Industry Disclosure Guidelines, Deferred Maintenance, and Betterment Accounting, advance 
notice of proposed rulemaking, 33-5824, 34-13479, 4/28/77, no. 2, p. 78; ext. of time for comment to 
9/16/77, 33-5840, 34-13710, 7/1/77, no. 12, p. 1097 


Railroad Issuers, Exemption from Financial Statement Requirements, advance notice of proposed 
rulemaking, 34-13478, 4/28/77, no. 2, p. 232 





Replacement Cost Data, disclosure of, solicitation of comments on implementation problems encountered, 
33-5848, 34-13835, 35-20130, 8/5/77, no. 17, p. 1458 


Shareholder Communications, Shareholder Participation in the Corporate Electoral Process and Corporate 
Governance Generally, Re-examination of Rules Relating to, Request for Written Statements and 
Announcement of Hearings, 34-13482, 35-20008, IC-9740, 4/28/77, no. 2, p. 239; ext. of comment 
period, 34-13686, 35-20092, IC-9828, 6/27/77, no. 11, p. 1035; publication of issues to be considered 
at hearings and order of hearings, 34-13901, 35-20154, IC-9914, 8/29/77, no. 20, p. 1630 


Standardized Options Trading, text of letter sent to each national securities exchange, the Options 
Clearing Corporation and the National Association of Securities Dealers, Inc., 34-13760, 7/18/77, 
no. 14, p. 1275 


Travel or. Subsistence Expenses, Reimbursement for, amendment of Conduct Regulation, 33-5832, 
34-13603, 35-20067, |A-5901, IC-9808, 6/7/77, no. 8, p. 751 


BOSTON STOCK EXCHANGE 





Program for allocation of regulatory responsibilities pursuant to Rule 17d-2, BSE/MSE, 34-13532, 
5/12/77, no. 4, p. 384; BSE/PSE, 34-13534, 5/12/77, no. 4, p. 386; BSE/NYSE, 34-13536, 5/12/77, 
no. 4, p. 387 
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Applications for Listing 


@) Northeast Bankshare Association, granted, 34-13497, 5/2/77, no. 3, p. 295 
I 


Applications to Withdraw from Listing and Registration 
Chomerics, Inc., 34-13826, 8/3/77, no. 16, p. 1425; approved, 34-13892, 8/25/77, no. 19, p. 1572 
Rickel & Company, H. W., 34-13891, 8/25/77, no. 19, p. 1572 
Proposed Rule Changes 


Constitutional provisions, BSE-77-2, 34-13642, 6/17/77, no. 10, p. 920 
Miscellaneous amendments, BSE-77-1, 34-13615, 6/9/77, no. 8, p. 776 


BRADFORD SECURITIES PROCESSING SERVICES, INC. 


Application for exemption from registration as a securities information processor, order granting exemption. 
34-13551, 5/19/77, no. 5, p. 434 


Proposed Rule Changes 


Regionai clearing facilities, BSPS-77-3, approved, 34-13511, 5/6/77, no. 4, p. 362 


) regional clearing facilities expansion, BSPS-77-4, 34-13729, 7/8/77, no. 13, p. 1125; approved. 34-13876. 
(@ 8/19/77, no. 19, p. 1567 


} 


CHICAGO BOARD OPTIONS EXCHANGE, INC. 


Proposed Rule Changes 


Application fee for each limited partner processed as part of partnership, CBOE-77-12, 34-13628, 6/14/77, 
no. 9, p. 847 


Board Broker appointments, CBOE-77-6, approved, 34-13673, 6/24/77, no. 11, p. 1013; application by 
Board Brokers Association for stay of order approving rule change denied, 34-13869, 8/18/77, no. 18. 
p. 1530 

Board Brokers charges, CBOE-76-7, withdrawn, 34-13704, 6/30/77, no. 12, p. 1100 


Discretionary account, annual renewal of authorization to maintain, CBOE-77-4, 34-13734. 7/11/77, no. 13, 
p. 1127; approved, 34-13867, 8/17/77, no. 18, p. 1529 


Maximum position limits in listed options, CBOE-77-16, 34-13803, 7/25/77, no. 15, p. 1380 


Obligations of terminating members, CBOE-77-13, 34-13613, 6/9/77, no. 8, p. 775; approved, 34-13785. 
7/21/77, no. 14, p. 1292 


Opening rotation procedures, Floor Officials Committee, certain definitions, CBOE-77-11. 34-13663. 
6/23/77, no. 10, p. 986 
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Put options trading, CBOE-75-7, approved, 34-13587, 6/2/77, no. 7, p. 690 


Restricted options, CBOE-77-10, 34-13585, 6/1/77, no. 7, p. 689 
Sale of additional memberships, CBOE-77-7 and CBOE-77-8, 34-13489, 4/29/77, no. 3, p. 288 


Trading exchange-listed options on Government securities, CBOE-77-15, 34-13698, 6/29/77, no. 11. 
p. 1066 


Trading of stocks and other non-option securities on floor of exchange, CBOE-77-14, 34-13672, 6/24/77. 
no. 11, p. 1012 


Church debt securities, see LR-7876, 4/18/77, no. 1, p. 71 


CINCINNATI STOCK EXCHANGE 


Applications for Unlisted Trading Privileges 
American Express Company, granted, 34-13825, 8/3/77, no. 16, p. 1425 


Atlantic City Electric Company, Central Maine Power’ Company, Duquesne Light Company. Northeast 
Utilities Service Company, Potomac Electric Power Company, and Public Service Company of New 
Hampshire, 34-13854, 8/11/77, no. 17, p. 1496 


Proposed Rule Changes 
Articles of Incorporation, Code of Regulations, and rules, revision, CSE-77-5, 34-13788. 7/21/77. no. 14. 
p. 1293 


Corporate funds, unauthorized use, see LR-7910, 5/10/77, no. 4, p. 414; LR-8044, 7/28/77, no. 15. p. 1412: 
LR-8059, 8/8/77, no. 17, p. 1511; LR-8081, 8/24/77, no. 19, p. 1592 


DEPOSITORY TRUST COMPANY 


Proposed Rule Changes 


Exchange offers or cash tender offers on certain securities accepted without withdrawing them from de- 
pository, DTC-77-7, 34-13865, 8/16/77, no. 18, p. 1528 


Fee change affecting legal deposits, DTC-77-6, effective, 34-13855, 8/11/77, no. 17, p. 1496 


Participants to exercise conversion options on qualifying convertible debt securities and preferred stocks 
without withdrawing the securities, DTC-77-5, 34-13716, 7/5/77, no. 12, p. 1110 


Participant input, correction of evident errors or omissions, DTC-77-4, 34-13509, 5/5/77, no 3. p. 308: 
approved, 34-13810, 7/29/77, no. 16, p. 1418 


Participant Terminal System, DTC-76-8, amendment #1, 34-13609, 6/8/77, no. 8, p. 771: amendment #2. 
34-13706, 6/30/77, no. 12, p. 1101 
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DISQUALIFICATION FROM PRACTICE 


Grant C. Aadnesen, attorney, notice of permanent disqualification from appearance or practice before the 
Commission, 34-13676, AS-221, 6/24/77, no. 11, p. 1015 


Wilbert S. Fox, accountant, resignation from appearing or practicing before the Commission accepted, 
AS-217, 5/16/77, no. 5, p. 452 


John W. Hosford, accountant, d/b/a John W. Hosford & Co., permanent resignation from appearing or 
practicing before the Commission accepted, AS-216, 5/16/77, no. 5, p. 451 


Edward C. Jaegerman, attorney, notice of permanent disqualification from appearance or practice before 
the Commission, 34-13513, 5/6/77, no. 4, p. 372; withdrawn, 34-13513A, 6/16/77, no. 9, p. 820 


Allen M. Lindenberg, accountant, notice of permanent disqualification from appearance or practice before the 
Commission, 34-13759, AS-224, 7/18/77, no. 14, p. 1275 


C. Wayne Litchfield, attorney and accountant, notice of permanent disqualification from appearance or 
practice before the Commission, 34-13678, 6/24/77, no. 11, p. 1016 


Ernest C. Neuman, accountant, notice of permanent disqualification from appearance or practice before the 
Commission, 34-13677, AS-222, 6/24/77, no. 11, p. 1016 


Marcus Plotkin, attorney, resignation from appearing or practicing before the Commission accepted. 
33-5841, 7/5/77, no. 12, p. 1098 


Maurice Rosen, accountant, resignation from practice accepted, 34-13490, AS-213, 5/2/77, no. 3, p. 288 


Marvin F. Rosenbaum, accountant, permanently disqualified from appearance or practice before the Com- 
mission, 34-13495, AS-214, 5/2/77, no. 3, p. 294 


Robert W. Siegel, attorney, resignation from appearing or practicing before the Commission accepted. 
33-5841, 7/5/77, no. 12, p. 1098 


Stephan Joel Sitomer, attorney, order granting application for reinstatement of privilege of practicing before 
the Commission under supervision, 34-13853, 8/11/77, no. 17, p. 1495 


W. A. Stebbins, accountant, denied the privilege of appearing or practicing before the Commission, 
ASR-212, 4/18/77, no. 1, p. 67 


Eugene Testa, accountant, denied the privilege of appearing or practicing before the Commission, ASR-212. 
4/18/77, no. 1, p. 67 


Dale Yoakum, attorney, notice of permanent disqualification from appearance or practice before the 
Commission, 34-13675, 6/24/77, no. 11, p. 1014 


, Murray Yolles, attorney, resignation from appearing or practicing before the Commission accepted, 


33-5841, 7/5/77, no. 12, p. 1098 


Phillip J. Wolfson, accountant, resignation from appearance or practice before the Commission accepted, 
34-13521, AS-215, 5/9/77, no. 4, p. 376 


FOREIGN SECURITIES 


List of foreign issuers which have submitted information required by the exemption relating to certain 
foreign securities, 34-13913, 8/31/77, no. 20, p. 1642 
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Gold investment contracts, see LR-8039, 7/26/77, no. 15, p. 1411 


Inducement payments, see LR-8087, 8/26/77, no. 20, p. 1658 


INTERMOUNTAIN STOCK EXCHANGE 
Application to Strike from Listing and Registration 


Love Oil Company, 34-13885, 8/24/77, no. 19, p. 1570 


INVESTMENT ADVISERS ACT OF 1940 


Rule 206A-1(T), Temporary exemption for certain broker-dealers/investment advisers, amended to extend 
expiration date to 4/30/78, I|A-581, 34-13454, 4/20/77, no. 1, p. 64 


Rule 206(3)-2, Agency cross transactions for advisory clients, adopted, 1A-589, 34-13583, 6/1/77, no. 7, 
p. 740 


Rule 204-2, Books and records to be maintained by investment advisers, proposed amendment; and Proposed 
Rule 204-4, Written disclosure statements, |A-601, 7/21/77, no. 14, p. 1330 


Rule 204-1, Amendments to application for registration, proposed revision, |A-602, 7/21/77, no. 14, p. 1337 


INVESTMENT COMPANY ACT OF 1940 
Forms 


Form N-8A, for notification of registration, and Form N-1R, annual report of registered management 
investment company under the ICA and SEA, proposed revision; Proposed Form N-1, registration 
statement of open-end management investment companies, and Proposed Form N-2, registration 
statement of closed-end management investment companies; Form N-8B-1, proposed rescission; 101a-1 
and 2, deletion, 33-5829, IC-9782, 5/31/77, no. 7, p. 510; ext. of comment period, 34-5849, IC-9882, 
8/8/77, no. 17, p. 1460 


Proposed Form N-8F, for application by certain registered investment companies applying for orders pur- 
suant to to §8(f) of ICA declaring that such a company has ceased to be an investment company; and 
Form N-1Q, for quarterly report of registered management investment company, proposed revision, |C- 
9861, 7/21/77, no. 14, p. 1320 


Form ADV, for application for registration of investment adviser, and for amendments to such registration 
statement, proposed amendment; and Proposed Form ADV-S, annual report of registered investment 
advisers, |A-602, 7/21/77, no. 14, p. 1337 

Guidelines 

Withdrawal of undertaking required of investment companies to have a meeting of shareholders no later than 
180 days after the effective date of the registration statement under the Securities Act for the purpose of 


electing directors, amendment of guidelines, 33-5854, I1C-9889, 8/12/77, no. 18, p. 1517 
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Proposed Rule 8b-16, Amendments to registration statements, 33-5829, IC-9782, 5/31/77, no. 7, p. 510; ext. 
of comment period, 34-5849, IC-9882, 8/8/77, no. 17, p. 1460 


Rule 30a-1, Annual reports, proposed amendment, |C-9783, 5/31/77, no. 7, p. 709; ext. of comment period 
1C-9883, 8/8/77, no. 17, p. 1507 


Proposed Rule 2a-5, Certain persons not deemed interested persons, IC-9799, 6/3/77, no. 8, p. 794 

Rule 24e-2, Computation of fee, adopted, 33-5836, 1C-9819, 6/16/77, no. 9, p. 817 

Proposed Rule 8f-1, Form for application by certain registered investment companies for orders that such 
companies have ceased to be investment companies as defined by the Act, IC-9861, 7/21/77, no. 14, 


p. 1320 


Rule 2a-5, Certain persons not deemed interested persons, adopted, |C-9886, 8/10/77, no. 17, p. 1509 


LITIGATION 
See list at end of index for persons and companies named. 
Manipulation schemes, see 34-13512, 5/6/77, no. 4, p. 363; LR-8013, 7/5/77, no. 12, p. 1140; 34-13736, 
7/11/77, no. 13, p. 1128; LR-8037, 7/25/77, no. 15, p. 1410; LR-8072, 8/17/77, no. 18, p. 1562 
MIDWEST CLEARING CORPORATION 
Proposed Rule Changes 


Automated communications link between MCC and its participants, MCC-77-4, 34-13879, 8/19/77, no. 19, 
p. 1568 


Automatic allocation of securities held in loan free positions to long value positions, MCC-77-3, 34-13640, 
6/17/77, no. 10, p. 919 


Debt securities eligible for clearance and settlement, MCC-77-2, 34-13602, 6/6/77, no. 8, p. 769; approved. 
34-13740, 7/12#77, no. 13, p. 1131 


Stock Today Program, expediting certain securities deliveries, MCC-77-1, 34-13650, 6/20/77, no. 10, p. 924 


MIDWEST SECURITIES TRUST COMPANY 
Proposed Rule Changes 


Automated communications link between MSTC and its participants, MSTC-77-9, 34-13741, 7/12/77, no. 13, 
p. 1131 


Book-entry underwriting distribution service, MSTC-77-4, 34-13601, 6/6/77, no. 8, p. 768 


Debt securities eligible for deposit, MSTC-77-6, 34-13602, 6/6/77, no. 8, p. 769; approved, 34-13740, 
7/12/77, no. 13, p. 1131 
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Interface with New England Securities Depository Trust Company for receipt and delivery of securities on 
either a book-entry or physical transfer basis, MSTC-77-8, 34-13599, 6/6/77, no. 8, p. 767 


Program enabling participants to take advantage of issuer dividend reinvestment plans without withdrawing 
certificates from MSTC, MSTC-77-3, approved, 34-13595, 6/3/77, no. 8, p. 763 


Requirements for good delivery of securities, MSTC-77-7, effective, 34-13621, 6/13/77, no. 9, p. 823 


Stock Today Program, expediting certain securities deliveries, MSTC-77-5, 34-13650, 6/20/77, no. 10, p. 924 


MIDWEST STOCK EXCHANGE 
Program for allocation of regulatory responsibilities pursuant to Rule 17d-2, BSE/MSE 34-13532, 5/12/77, 
- no. 4, p. 384; MSE/PSE Plan, 34-13533, 5/12/77, no. 4, p. 385; MSE/NYSE, 34-13535, 5/12/77, no. 4, 
p. 386 
Application to Strike from Listing and Registration 
Carrier Corporation, granted, 34-13820, 8/5/77, no. 17, p. 1464 


Application for Unlisted Trading Privileges 


The common or capital stock of 912 companies listed on NYSE currently not listed or admitted to unlisted 
trading privileges on MSE, 34-13739, 7/12/77, no. 13, p. 1131 


Chicago Bridge & Iron Co., 34-13748, 7/14/77, no. 13, p. 1134 


The Lehman Corporation (Maryland), 34-13863, 8/16/77, no. 18, p. 1528 


Proposed Rule Changes 


Advertisements, requirement re filing with MSE, MSE-77-8, 34-13452, 4/19/77, no. 1. p. 40; approved, 
34-13604, 6/7/77, no. 8, p. 769 


Application of rules and policies to equity members as well as options members and limited access to equity 
trading to options-only members, MSE-77-14, 34-13574, 5/27/77, no. 7, p. 666 


Audit Committee creation, MSE-77-25, effective, 34-13701, 6/29/77, no. 11, p. 1068 


Authorization for deviations from option quotation parameters, MSE-77-22, 34-13735, 7/11/77, no. 13. 
p. 1127; approved, 34-13878, 8/19/77, no. 19, p. 1568 


Charges by Member and Specialist for Execution of Orders, MSE-77-9, 34-13515, 5/6/77, no. 4. p. 373: 
approved, 34-13641, 6/17/77, no. 10, p. 920 


Committee on Specialist Assignment and Evaluation, Chairman, MSE-77-19, 34-13702, 6/29/77. no. 11. 
p. 1068; approved, 34-13859, 8/15/77, no. 18, p. 1526 


Co-Specialist job description, MSE-77-2, effective, 34-13733, 7/11/77, no. 13, p. 1127 







Execution procedure for dual issue odd-lot market orders from a next sale basis to a last sale basis, MSE- 
77-7, approved, 34-13570, 5/26/77, no. 7, p. 665-b 


Expenditures made by management, MSE-77-27, effective, 34-13699, 6/29/77, no. 11, p. 1067 
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Fee charged for Reg. T extensions and Rule 15c3-3 buy-in extensions, MSE-77-18, 34-13757, 7/15/77, no. 14, 
p. 1274 


Fees for listing additional shares, MSE-77-24, effective, 34-13737, 7/12/77, no. 13, p. 1130 
Finance Committee functions, redefinition, MSE-77-26, effective, 34-13700, 6/29/77, no. 11, p. 1067 
FOCUS reporting system, to adopt certain provisions, MSE-76-20, approved, 34-13527, 5/10/77, no. 4, p. 381 


Market-maker to adjust his option quotations to reflect more accurately price changes in underlying issues, 
MSE-77-12, 34-13562, 5/23/77, no. 6, p. 463; approved, 34-13690, 6/28/77, no. 11, p. 1037 


Market-makers, options-only members and options and equity members, MSE-77-28, 34-13707, 6/30/77, no. 
12, p. 1101 


Odd-lot dealer, suspension or termination of registration, MSE-77-20, 34-13728, 7/8/77, no. 13, p. 1125: 


order extending time period within which Commission is required to act, 34-13848, 8/10/77, no. 17, 
p. 1492 


Off-floor agency transactions restrictions, MSE-77-3, approved, 34-13450, 4/18/77, no. 1, p. 39 


Open options exercise positions, elimination of monthly reporting by member firms, MSE-77-11, 34-13645, 
6/17/77, no 10, p. 922; approved, 34-13804, 7/25/77, no. 15, p. 1380 


Option-only members’ entrance to equity trading floor, MSE-77-17, 34-13627, 6/14/77, no. 9, p. 847 
Put options trading, MSE-76-26, approved, 34-13588, 6/2/77, no. 7, p. 690 


Registered market-makers in equity securities, MSE-77-10, 34-13486. 4/28/77, no. 2, p. 246; approved, 34- 
13651, 6/20/77, no. 10, p. 925 


Requirement that certain market orders be given priority over limit orders on MSE Order Book Official’s 
Book to standardize opening rotation procedures, MSE-77-13, 34-13563, 5/23/77, no. 6. p. 463: 
approved, 34-13691, 6/28/77, no. 11, p. 1038 


Restrictions on member and member organization affiliations, MSE-77-15, 34-13606, 6/7/77, no. 8, p. 771 


Special floor registration of members, suspension and termination for unsatisfactory performance, MSE-77- 
23, 34-13755, 7/15/77, no. 14, p. 1273; amendment, 34-13894, 8/26/77, no. 20, p. 1627 


Sponsorship of applicant for membership, MSE-77-5, 34-13487, 4/26/77, no. 2, p. 246 


Violations of exchange rules or securities laws by specialists, co-specialists or relief specialists, MSE-77-16, 
34-13576, 5/27/77, no. 7, p. 667; order extending time period within which Commission is required to 
act, 34-13848, 8/10/77, no. 17, p. 1492 


Municipal securities, see 34-13488, 4/29/77, no. 3, p. 285; 34-13777, -78, -79, 7/20/77, no. 14, p. 1290 


MUNICIPAL SECURITIES RULEMAKING BOARD 
Proposed Rule Changes 
Annual fee levy, MSRB-77-8, effective, 34-13822, 8/3/77, no. 16, p. 1423 
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Authorization to effect transactions for corporate and other accounts, and to pledge or loan securities, MSRB- 
77-5, 34-13732, 7/8/77, no. 13, p. 1126 


1 
Deferral of effective date of subparagraphs (a)(xi)(G) and (a)(xi)(K) of Rule G-8 until 9/1/77, MSRB-77-4, 0 ( 
notice and order approving, 34-13554, 5/20/77, no. 6, p. 459 





Delay in effective date of Rule G-7, MSRB-77-10, and order approving, 34-13905, 8/31/77, no. 20, p. 1636 
Delay in effective date of Rule G-8, MSRB-77-11, and order approving, 34-13904, 8/31/77, no. 20, p. 1635 


Financial and operations principal, MSRB-77-6, 34-13619, 6/10/77, no. 9, p. 822; amendment, 34-13722, 
7/6/77, no. 12, p. 1118 


Processing, clearance, and settlement of transactions, codification of uniform industry practices, amended 
- proposed rule change, MSRB-76-12, 34-13671, 6/24/77, no. 11, p. 1012 


Sale of new issue municipal securities during underwriting period, MSRB-77-9, 34-13871, 8/18/77, no. 18, 
p. 1535 


Underwriting assessment reduction, MSRB-77-7, 34-13697, 6/29/77, no. 11, p. 1066 


Written confirmation of municipal securities transactions to customers, MSRB-76-9, Amendment #3, 34- 
13718, 7/5/77, no. 12, p. 1111 


NATIONAL ASSOCIATION OF SECURITIES DEALERS 


Applications for Review of Disciplinary Action 





Stephen R. Flaks [denial of a member’s continuance], opinion and order remanding proceeding, 34-13638, 
6/16/77, no. 9, pp. 872 & 875 


Shaskan & Co., Inc. and Joseph Buchman, Meyer Buchman, Sydney Buchman, order vacating action, 
34-13750, 7/14/77, no. 13, p. 1134 


Todd and Company, Inc. and Thomas K. Langbein, order remanding proceedings, 34-13897, 8/26/77, no. 20, 
p. 1628 


Proposed Rule Changes 
Arbitration panel member honorarium, NASD-77-11, and order approving, 34-13861, 8/15/77, no. 18, p. 1527 


Authority of Board of Governors to refund NASDAQ charges to subscribers, NASD-77-12, 34-13895, 8/26/77, 
no. 20, p. 1627 


Code of Arbitration Procedure, NASD-77-1, withdrawn, 34-13846, 8/10/77, no. 17, p. 1491; NASD-77-9, 
34-13847, 8/10/77, no. 17, p. 1492 


‘‘Designated Reporting Member,’’ NASD-77-10, and order approving, 34-13860, 8/15/77, no. 18, p. 1526 
Direct participation programs, NASD-77-8, 34-13753, 7/15/77, no. 14, p. 1273 


Options last sale reporting, NASD-77-2, Amendment #4, 34-13560, 5/20/77, no. 6, p. 462; amendment #5, 
34-13687, 6/27/77, no. 11, p. 1036 
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Options margin provisions, NASD-77-5, filed and approved, 34-13529, 5/11/77, no. 4, p. 382 


Public offerings by members and affiliates of members of their own securities, NASD-76-5, approved, 34- 
13550, 5/19/77, no. 5, p. 434 


Qualification requirements applicable to members and their associated persons, NASD-77-7, and order 
approving, 34-13646, 6/17/77, no. 10, p. 922 


Refund of $1 million to NASDAQ subscribers, NASD-77-14, 34-13896, 8/26/77, no. 20, p. 1627 


NATIONAL SECURITIES CLEARING CORPORATION 
Plan for consolidating three operating divisions, 34-13526, 5/10/77, no. 4, p. 378 


Proposed Rule Changes 


Fee for report of free position balances requested by issuer of any security eligible for clearance, NSCC-77-4, 
effective, 34-13643, 6/17/77, no. 10, p. 921 


Inclusion of Amex debt securities in NSCC’s interface with MCC, PCC, and SCC, and expansion of class of 
persons who may become ‘‘Special Representatives,’’ NSCC-77-1 and NSCC-77-2, approved, 34-13456, 
34-13889, 8/25/77, no. 19, p. 1571 


Interregional interface agreements and fee schedules, NSCC-77-5, 34-13889, 8/25/77, no. 19, p. 1571 


NEW ENGLAND SECURITIES DEPOSITORY TRUST COMPANY 
Proceedings to determine whether to grant or deny registration, 34-13664, 6/23/77, no. 10, p. 986 


Proposed Rule Changes 


Appointment as a depository facility for The Depository Trust Company, NESDTCO-77-3, approved, 34- 
13467, 4/25/77, no. 2, p. 185 


Appointment as a depository facility for Midwest Securities Trust Company, NESDTCO-77-4, approved, 34- 
13466, 4/25/77, no. 2, p. 184 


Cash settlement with Depository Trust Company directly upon receipt and delivery of securities at DTC, 
NESDTCO-77-7, 34-13598, 6/6/77, no. 8, p. 767; approved, 34-13800, 7/25/77, no. 15, p. 1377 


Depository interface with Midwest Securities Trust Company, NESDTCO-77-6, approved, 34-13600, 6/6/77, 
no. 8, p. 768 


Participant in The Depository Trust Company, NESDTCO-77-5, approved, 34-13530, 5/11/77, no. 4, p. 383 


NEW YORK STOCK EXCHANGE 


Program for allocation of regulatory responsibilities pursuant to Rule 17d-2, NYSE/PSE, 34-13531, 5/12/77, 
no. 4, p. 383; MSE/NYSE, 34-13535, 5/12/77, no. 4, p. 386; BSE/NYSE, 34-13536, 5/12/77, no. 4, 
p. 387 


SEC DOCKET/803 











Applications for Listing and Registration 


Datapoint Corporation, Kansas Power and Light Company, Western Union Corporation, granted, 34-13497, ()) 
5/2/77, no. 3, p. 295 





\( 


Applications to Strike from Listing and Registration 

Colwell Mortgage Trust, 34-13784, 7/20/77, no. 14, p. 1292 

Hydrometals, Inc., granted, 34-13498, 5/2/77, no. 3, p. 295 

Flintkote Company, The, granted, 34-13839, 8/8/77, no. 17, p. 1489 
Grolier Incorporated, granted, 34-13839, 8/8/77, no. 17, p. 1489 

IDS Realty Trust, 34-13784, 7/20/77, no. 14, p. 1292 

Interstate Brands Corporation, granted, 34-13773, 7/19/77, no. 14, p. 1288 
Plantation Pipe Line Company, 34-13886, 8/24/77, no. 19, p. 1570 
Application for Review of Disciplinary Action 

Alan P. Macquoid, opinion and order affirming action, 34-13909, 8/31/77, no. 20, pp. 1637 & 1639 
Proposed Rule Changes 

Annual fee memberships, NYSE-77-21, 34-13882, 8/22/77, no. 19, p. 1569 


Communications to and from exchange trading facilities, NYSE-77-8, request for public comment, 34-13594, 
6/3/77, no. 8, p. 760 


Conduct of members and Floor clerical employees of members on the Floor, guidelines, NYSE-77-23, 
effective, 34-13893, 8/26/77, no. 20, p. 1626 


Fidelity bonding requirements, NYSE-77-7, approved, 34-13577, 5/27/77, no. 7, p. 668 4 
Floor Governors, NYSE-77-16, 34-13614, 6/9/77, no. 8, p. 775 
‘*Know Your Customer Rule,’’ NYSE-76-34, Amendment #1, 34-13821, 8/2/77, no. 16, p. 1423 

Member organization formation, approval, and operation, NYSE-77-14, 34-13469, 4/25/77, no. 2, p. 186 


Members conducting business in international arbitrage and members’ association with ‘‘bucket shop,’’ 
NYSE-77-18, 34-13666, 6/23/77, no. 10, p. 990 


Percentage orders, redefinition of and procedures to facilitate handling, NYSE-76-57, approved, 34-13568, 
5/23/77, no. 6, p. 471 


Provision authorizing Exchange to direct a member to sever a business connection if the interest or good 
repute of the Exchange could suffer, NYSE-77-10, approved, 34-13549, 5/18/77, no. 5, p. 433 


Regulation of certain persons associated with a member, NYSE-77-13, 34-13468, 4/25/77, no. 2, p. 185 


Share denomination on single denomination stock certificates, NYSE-77-15, 34-13499, 5/2/77, no. 5, p. 296; 
approved, 34-13629, 6/14/77, no. 9, p. 848 


Trading of standardized call options on exchange floor, NYSE-77-17, 34-13674, 6/24/77, no. 11, p. 1014 





Non-public information, see LR-7890, 4/28/77, no. 2, p. 273; LR-7917, 5/11/77, no. 4, p. 419; LR-7935, 
5/25/77, no. 6, p. 504; LR-8008, 7/5/77, no. 12, p. 1138; LR-8041, 7/26/77, no. 15, p. 1411; LR-8090, 
8/31/77, no. 20, p. 1659 
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Oil and gas leases, see LR-7875, 4/18/77, no. 1, p. 70; LR-7893, 4/28/77, no. 2, p. 274; LR-7901, 5/2/77, 
no. 3, p. 336; LR-7907, 5/5/77, no. 3, p. 338; LR-7909, 5/5/77, no. 3, p. 339; LR-7964, 6/9/77, no. 8, 


p. 810; LR-7970, 6/10/77, no. 9, p. 894; LR-7980, 6/20/77, no. 10, p. 1006; LR-7982, 6/21/77, no. 10, 
p. 1006; LR-7989, 6/24/77, no. 11, p. 1008; LR-7990, 6/24/77, no. 11, p. 1088; LR-7992, 6/24/77, no 11, 
p. 1089; LR-7993, 6/27/77, no. 11, p. 1089; LR-7994, 6/27/77, no. 11, p. 1090; LR-7998, 6/28/77, no. 11, 
p. 1092; LR-8001, 6/28/77, no. 11, p. 1093; LR-8006, 6/30/77, no. 12, p. 1138; LR-8007, 7/5/77, no. 12, 
p. 1138; LR-8017, 7/6/77, no. 12, p. 1142; LR-8019, 7/7/77, no. 12, p. 1143; LR-8038, 7/26/77, no. 15, 
p. 1410; LR-8045, 7/29/77, no. 16, p. 1452; LR-8048, 8/1/77, no. 16, p. 1452; LR-8053, 8/3/77, no. 16, 
p. 1455 


OPTIONS CLEARING CORPORATION 


Dually traded options, certain trade statistics for dates 2/24/77-3/8/77, 34-13476, 4/27/77, no. 2, p. 190; 
for dates 3/9/77-3/24/77, 34-13448, 4/15/77, no. 1, p. 18 


Proposed Rule Changes 

Clearing fee schedule, OCC-77-9, effective, 34-13684, 6/27/77, no. 11, p. 1034 

Clearing member liability limit, OCC-77-2, 34-13504, 5/3/77, no. 3, p. 297; approved, 34-13789, 7/21/77, no. 
14, p. 1293 


Commencement time for option contracts, OCC-77-3, 34-13506, 5/4/77, no. 3, p. 298; withdrawn, 34-13631, 
6/15/77, no. 9, p. 848 


Exercise notice in opening purchase transaction, OCC-77-1, 34-13503, 5/3/77, no. 3, p. 297; approved, 34- 
13709, 6/30/77, no. 12, p. 1102 


Exercise notices, extend time for tendering, OCC-77-10, 34-13730, 7/8/77, no. 13, p. 1125; approved, 34- 
13868, 8/18/77, no. 18, p. 1529 


Government securities deposited as margin, OCC-77-11, 34-13864, 8/16/77, no. 18, p. 1528 


Option contracts commencement time and procedures for acceptance of pending transactions of defaulting 
clearing members, OCC-77-5, 34-13631, 6/15/77, no. 9, p. 848 


Option contracts, deletion of certain obsolete provisions, OCC-77-6, 34-13632, 6/15/77, no. 9, p. 849; 
approved, 34-13820, 8/1/77, no. 16, p. 1423 


Participating Exchanges, OCC-78-8, 34-13683, 6/27/77, no. 11, p. 1033 


Protection against risks in insolvency of clearing members and improved procedures for liquidating accounts 
of suspended clearing members, OCC-77-4, 34-13507, 5/4/77, no. 3, p. 298 


Third-party pledge system for the deposit of underlying securities by writers of call options, OCC-77-7, 34- 
13680, 6/27/77, no. 11, p.1031 


PACIFIC CLEARING CORPORATION 


Proposed Rule Change 
Fee schedule, PCC-77-1, effective, 34-13747, 7/13/77, no. 13, p. 1133 
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Proposed Rule Change 


Stock loan movements, PSD-77-2, effective, 34-13721, 7/5/77, no. 12, p. 1118 


PACIFIC STOCK EXCHANGE 


Program for allocation of regulatory responsibilities pursuant to Rule 17d-2, NYSE/PSE, 34-13531, 5/12/77, 
no. 4, p. 383; MSE/PSE, 34-13533, 5/12/77, no. 4, p. 385; BSE/PSE, 34-13534, 5/12/77, no. 4, p. 386 


Applications for Listing and Registration 

Coca-Cola Bottling Company of New York, Inc., granted, 34-13497, 5/2/77, no. 3, p. 295 
Applications to Strike from Listing and Registration 

Bankamerica Corporation and Clorox Company (call options), granted 34-13498, 5/2/77, no. 3, p. 295 
Bourns, Inc., granted, 34-13873, 8/18/77, no. 18, p. 1535 

General Exploration Company, granted, 34-13884, 8/24/77, no. 19, p. 1570 


Granby Mining Corporation, Hydrometals, Inc., and The Medimark Group, Inc., granted, 34-13765, 7/18/77, 
no. 14, p. 1276 


NL Industries, granted, 34-13764, 7/18/77, no. 14, p. 1276 

National Service Industries, Inc., granted 34-13772, 7/19/77, no. 14, p. 1288 

Pacific Resources, Inc., order granting appl. to withdraw from listing and registration subject to certain 
terms and exempting certain persons and securities from the provisions of Rule 17a-15, 34-13657, 
6/22/77, no. 10, p. 930 

Prosher Corporation, granted, 34-13794, 7/22/77, no. 15, p. 1374 


RCA Corporation, granted, 34-13764, 7/18/77, no. 14, p. 1276 


Applications for Unlisted Trading Privileges 
Lehman Corporation, 34-13907, 8/31/77, no. 20, p. 1636 
General Exploration Company, 34-13834, 8/5/77, no. 17, p. 1487; granted, 34-13887, 8/24/77, no. 19, p. 1570 


Pacific Resources, Inc., 34-13658, 6/22/77, no. 10, p. 933; order directing an additional comment period 
on application, 34-13870, 8/18/77, no. 18, p. 1533 


Proposed Rule Changes 


Alternate specialist, to assist primary specialist in maintaining a fair and orderly market, PSE-77-5, 
approved, 34-13644, 6/17/77, no. 10, p. 921; capital requirements, PSE-77-18, and order approving, 
34-13752, 7/14/77, no. 13, p. 1135; criteria re member’s application to act as, PSE-77-16, effective, 34- 
13688, 6/28/77, no. 11, p. 1037 


Call option classes expansion, PSE-77-15, 34-13795, 7/22/77, no. 15, p. 1374 
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Capital requirements, competing specialists, PSE-77-6, approved, 34-13458, 4/22/77, no. 2, p. 82 
Dual issue odd-lot market orders, execution procedure, PSE-77-21, 34-13880, 8/19/77, no. 19, p. 1569 
Exercise price intervals, PSE-77-9, 34-13485, 4/28/77, no. 2, p. 246 

Fee schedule for options transactions, PSE-77-19, effective, 34-13731, 7/8/77, no. 13, p. 1126 


Floor broker’s due diligence responsibilities and new procedures in effecting a single price opening, PSE- 
77-8, 34-13484, 4/28/77, no. 2, p. 245; approved, 34-13625, 6/14/77, no. 9, p. 835 


Lower trading differential on certain issues, PSE-77-12, 34-13541, 5/13/77, no. 5, p. 428; approved, 34- 
13694, 6/29/77, no. 11, p. 1041 


Market makers on options and equity securities, PSE-77-17, 34-13725, 7/7/77, no. 12, p. 1119 


Maximum position limits for put and call options, PSE-77-11, 34-13561, 5/20/77, no. 6, p. 462; approved, 
34-13590, 6/2/77, no. 7, p. 691 


Off-board trading restrictions, PSE-77-14, 34-13618, 6/10/77, no. 9, p. 821; approved, 34-13656, 6/22/77, 
no. 10, p. 929 


.Put options trading, PSE-76-8, approved, 34-13589, 6/2/77, no. 7, p. 691 


Separation of options trading activities from stock trading activities, PSE-77-13, 34-13567, 5/23/77, no. 6, 
p. 471 


Updating certain compliance provisions and defining certain terms, PSE-77-10, 34-13566, 5/23/77, no. 6, 
p. 470; approved, 34-13883, 8/23/77, no. 19, p. 1570 
PHILADELPHIA STOCK EXCHANGE, INC. 


Application to Strike from Listing and Registration 


Great American Management and Investment, Leisure Living Communities, Inc., Pacific Leisure Enterprises, 
Inc., granted, 34-13793, 7/22/77, no. 15, p. 1374 


Applications for Unlisted Trading Privileges 

American Greetings Corporation, ext. of time for comment, 34-13449, 4/15/77, no. 1, p. 38 

Avis, Inc., 34-13783, 7/20/77, no. 14, p. 1292 

Bell & Howell Company, 34-13908, 8/31/77, no. 20, p. 1637 

Book-of-the-Month Club, 34-13834, 8/5/77, no. 17, p. 1487 

Combined Insurance Company of America, ext. of time for comment, 34-13449, 4/15/77, no. 1, p. 38 
Dutch Boy, Inc., granted, 34-13749, 7/14/77, no. 13, p. 1134 

Falcon Seabord, Inc., 34-13762, 7/18/77, no. 14, p. 1276; granted, 34-13818, 8/1/77, no. 16, p. 1422 
International Couriers Corporation, 34-13856, 8/12/77, no. 18, p. 1525 

Kearney & Trecker Corporation, ext. of time for comment, 34-13449, 4/15/77, no. 1, p. 38 
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Lehman Corporation, 34-13908, 8/31/77, no. 20, p. 1637 





Pennzoil Offshore Gas Operators, ext. of time for comment, 34-13449, 4/15/77, no. 1, p. 38 

Smith International, Inc., 34-13834, 8/5/77, no. 17, p. 1487 

Storage Technology Corporation, 34-13748, 7/14/77, no. 13, p. 1134 

Tandy Corporation, granted, 34-13745, 7/13/77, no. 13, p. 1133 

Trans-World Airlines, Inc., 34-13744, 7/13/77, no. 13, p. 1133; granted, 34-13809, 7/28/77, no. 15, p. 1384 


Victor Comptometer Corporation, granted, 34-13749, 7/14/77, no. 13, p. 1134 


Proposed Rule Changes 


Affiliation of Exchange President with wholly-owned corporate subsidiaries, PHLX-77-2, approved, 34-13548, 
5/18/77. no. 5, p. 433 


Exercise price intervals for option series, PHLX-77-5, 34-13517, 5/6/77. no. 4, p. 374 
Fidelity bonding requirements, PHLX-77-4, approved, 34-13529, 5/11/77, no. 4, p. 382 
Option trading fee, PHLX-77-10, effective, 34-13858, 8/15/77, no. 18, p. 1525 


Permissible bids and offers by specialists and registered option traders, PHLX-77-9, 34-13771, 7/19/77, no. 
14, p. 1288 


Physical barrier separating option trading floor from equity floor, to remove, PHLX-77-6, 34-13689, 6/28/77, d'( 
no. 11, p. 1037 


Put options trading, PBW-76-10, approved, 34-13591, 6/2/77, no. 7, p. 692 
Restricted options rule, PHLX-77-7, 34-13775, 7/19/77, no. 14, p. 1289 
Senior registered options principal, PHLX-77-8, 34-13827, 8/4/77, no. 16, p. 1425 


Summary procedure for fining members and other employees for violations of Option Committee Regula- 
tions, PHLX-77-3, 34-13575, 5/27/77, no. 7, p. 667; approved, 34-13638, 7/12/77, no. 13, p. 1130 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Forms 


Form USS, for annual reports filed under section 5(c) of the 1935 Act, amended, 35-20002, 4/27/77, no. 2, 
p. 256 


Pyramid (or Ponzi) schemes, see LR-7974, 6/14/77, no. 9, p. 895; LR-8032, 7/19/77, no. 14, p. 1370 


Questionable or illegal payments, see FI-53, 4/28/77, no. 2, p. 278; LR-7930, 5/20/77, no. 6, p. 502; LR- 
7961, 6/7/77, no. 8, p. 809; LR-8026, 7/13/77, no. 13, p. 1153; LR-8081, 8/24/77, no. 19, p. 1592 


Rare coin portfolios, investment interests, see LR-8093, 8/31/77, no. 20, p. 1660 
Secret fees and commissions, see LR-7989, 6/24/77, no. 11, p. 1088 
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SECURITIES ACT OF 1933 

Forms 

Form S-7, for registration of securities of certain issuers, amended, 33-5821, 4/15/77, no. 1, p. 2 

Proposed Form 146, Report of offering made in reliance upon Rule 146, 33-5822, 4/18/77, no. 1, p. 4 

Proposed Form S-K, Integrated disclosure form for the registration of securities under the Securities Act of 
1933; Forms S-1, S-7 and S-8, proposed amendment, 33-5826, 34-13525, 35-20023, IC-9761, 5/10/77, 
no. 4, p. 340 

Proposed Form N-2, for closed-end management investment companies registered on Form N-8A, and 
Proposed Form N-1, for open-end management investment companies registered on Form N-8A; Form 


S-4 and S-5, proposed rescission, 33-5829, IC-9782, 5/31/77, no. 7, p. 510 


Form S-5, for open-end management investment companies registered on Form N-8B-1, proposed amend- 
ment, 33-5830, IC-9787, 5/31/77, no. 7, p. 663 


Forms S-1 and S-11, effective date of amendment re disclosure of beneficial ownership deferred to 4/30/78, 
33-5851, 34-13844, 8/10/77, no. 17, p. 1461 


Guides for Preparation and Filing of Registration Statements 


Guide 42, Reports of Memoranda Concerning the Registrant, advance notice of proposed amendment, 
33-5834, 6/13/77, no. 9, p. 814 


Rules 

Rule 146, Transactions by an issuer deemed not to involve any public offering, proposed amendment, 33- 
5822, 4/18/77, no. 1, p. 4 

Proposed Rule 264, Procedure with respect to abandoned notifications on Form 1A, 33-5831, 6/6/77, no. 8, 
p. 750 

Proposed Rule 434d, Advertisement by an investment company as satisfying requirements of section 10, 
and Rule 134, Communications not deemed a prospectus, proposed amendment, 33-5833, IC-9811, 
6/8/77, no. 8, p. 753; extension of time for comment to 8/24/77, 33-5845, IC-9864, 7/21/77, no. 14, 
p. 1272 


Rule 458, Brief descriptive summary of registration statement, rescinded, 33-5842, 7/2/77, no. 12, p. 1099 


SECURITIES EXCHANGE ACT OF 1934 
Forms 


Form X-17A-5, information required of certain brokers and dealers, proposed amendment, 34-13461, 
4/22/77, no. 2, p. 84; amended, 34-13462, 4/22/77, no. 2, p. 156 


Forms X-17A-10, annual report of revenue and expenses to be filed by brokers and dealers, and X-17A-20, 
monitoring effect of competitive commission rates—revenue and expense information, revoked, 
34-13462, 4/22/77, no. 2, p. 156 


Form ~~ <, Annual report for issuers which file reports with certain other federal agencies, rescinded, 34- 
124-7, 4/28/77, no. 2, p. 228 
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Proposed Form S-K, Integrated disclosures form for use under the Securities Exchange Act of 1934; Forms 
10 and 10-K, proposed amendment, 33-5826, 34-13525, 35-20023, IC-9761, 5/10/77, no. 4, p. 340 


Proposed Form TA-W, Notice of withdrawal from registration as transfer agent, 34-13597, 6/6/77, no. 8, 
p. 764 


Proposed Form SECO-4-77, 1977 assessment and information form for registered brokers and dealers not 
members of a registered national securities association, 34-13790, 7/21/77, no. 14, p. 1294 


Forms 10 and 10-K, effective date of amendment re disclosure of beneficial ownership deferred to 4/30/78, 
33-5851, 34-13844, 8/10/77, no. 17, p. 1461 


Form X-17F-1A, Report for missing, lost, stolen or counterfeit securities, amended, 34-13831, 8/5/77, no. 
17, p. 1465 


Guides for the Preparation and Filing of Reports and 
Proxy and Registration Statements 


Guide 4, Integrated Reports to Shareholders, 34-13639, 6/17/77, no. 10, p. 918 
Rules 


Rules 17a-4, 5, 10, 11, 13, 19 and 20 and 15c3-3, relating to brokers and dealers, amended, 34-13462, 4/22/ 
77, no. 2, p. 156; postponement of effective date and ext. of comment period, 34-13713, 7/1/77, no. 12, 
p. 1108 


Rule 13a-13, Quarterly reports on Form 10-Q; Rule 14a-3, Information to be furnished to security holders; 
Rule 14c-3, Annual report to be furnished to security holders; and Rule 15d-13, Quarterly reports on 
Form 10-Q, amended; Rule 13b-1, Carriers and other persons subject to federal regulation, rescinded, 
34-13477, 4/28/77, no. 2, p. 228 


Rule 15c3-1, Net capital requirements for brokers or dealers, amended re municipal securities, 34-13488, 
4/29/77, no. 3, p. 285 


Rule 10b-10, Confirmation of transactions, adopted, 34-13508, IC-9753, 5/5/77, no. 3, p. 299 
Rule 14a-101, Schedule 14A. Information required in proxy statements; Rule 14a-3, Information to be 
furnished to security holders; and Rule 14c-3, Annual report to be furnished to security holders, 


proposed amendment, 33-5826, 34-13525, 35-20023, IC-9761, 5/10/77, no. 4, p. 340 


Proposed Rules 11a1-3, 11a2-1 and 11a2-2, relating to transactions by members of national securities ex- 
changes, ext. of time for comment to 7/15/77, 34-13539, 5/13/77, no. 5, p. 427 


Rule 15c2-11, expiration date of paragraph (f)(4)(T) re submission of price quotations to inter-dealer quota- 
tion system extended to 7/31/77, 34-13544, 5/16/77, no. 5, p. 431 


Rules 13a-13 and 15d-13, Quarterly reports on Form 10-Q, amended, 33-5828, 34-13564, AS-218, 5/23/77, 
no. 6, p. 457 


Rules 15c3-1, 15c3-1a and 15c3-3a, uniform net capital and customer protection rules, amended, 34-13565, 
5/23/77, no. 6, p. 463 


Proposed Rule 13f-1, Reporting by institutional investment managers of information with respect to 
accounts over which investment discretion is exercised, ext. of comment period, 34-13582, 6/1/77, no. 
7, p. 670 


Proposed Rule 17Ac3-1, Withdrawal from registration with the Commission, 34-13597, 6/6/77, no. 8, p. 764 
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Rule 15c3-1, Net capital requirements for brokers or dealers, proposed amendment, 34-13622, 6/13/77, no. 


9, p. 823; amended, 34-13623, 6/13/77, no. 9. p. 827; amended, 34-13635, 6/16/77, no. 9, p. 850; 
amended, 34-13806, 7/28/77, no. 15, p. 1381 


Rule 15c3-1d, Satisfactory subordination agreements, amended, 34-13623, 6/13/77, no. 9, p. 827 


Proposed Rule 11Ac1-1, Dissemination of quotations for reported securities, revised version, 34-13626, 
6/14/77, no. 9, p. 835 


Rules 17Ad-1, 2, 3, 4, 5, 6, and 7, regulation of transfer agents, adopted, 34-13636, 6/16/77, no. 9, p. 853 
Proposed Rule 17Ad-5(e), Written inquiries and requests, 34-13637, 6/16/77, no. 9, p. 871 


Rule 17f-1, Requirements for reporting and inquiry with respect to missing, lost, counterfeit or stolen securi- 


ties, effective date of reporting requirements postponed to 10/3/77 and inquiry requirements to 1/2/78, 
34-13648, 6/20/77, no. 10, p. 923 


Rule 16b-3, Exemption from section 16(b) of acquisitions of shares of stock and stock options and stock 


appreciation rights under certain stock incentive, stock option or similar plans, amended, 34-13659, 
35-20088, IC-9822, 6/22/77, no. 10, p. 935 


Rule 10b-10, Confirmation of transactions, proposed amendment, 34-13661, IC-9824, 5/23/77, no. 10, 
p. 940; ext. of comment period, 34-13849, IC-9887, 8/11/77, no. 17, p. 1494 


Rule 19c-1, Governing certain off-board agency transactions by members of national securities exchanges, 
proposed amendment; Proposed Rule 19c-2, Governing off-board agency cross and principal trans- 
actions by members of national securities exchanges, and Proposed Rule 15c5-1, Governing off-board 
dealer transactions [Alternatives A, B, C, and D], 34-13662, 6/23/77, no. 10, p. 947; posiponement of 
public hearing and ext. of comment period, 34-13802, 7/25/77, no. 15, p. 1378 


Proposed Rule 15b7-1, Minimum qualification standards for registered brokers and dealers and associated 


persons, anc Rule 15b10-4, Supervision of associated persons, proposed amendment, 34-13679, 6/27/ 
77, no. 11, p. 1017 


Rule 14a-3, Information to be furnished to security holders, amended; Rule 14b-1, Obligation or registered 


brokers in connection with the prompt forwarding of certain communications to beneficial owners, 
adopted, 34-13719, 7/5/77, no. 12, p. 1111 


Rule 14a-3, Information to be furnished to security holders, proposed amendment, 34-13720, 7/5/77, no. 12, 
p. 1116 


Rules 19d-1, 2, 3 and 19h-1, re reporting obligations of self-regulatory organizations, adopted; Rules 15 Ab-1 
and 15 Ag-1, rescinded, 34-13726, 7/8/77, no. 13, p. 1107 


Rules 13d-101 (Schedule 13D) and 14d-1, amended; Rule 14d-100, Schedule 14D-1, Tender offer statement 


pursuant to section 14(d)(1) of the Securities Exchange Act of 1934, adopted, 33-5844, 34-13787, IC- 
9862, 7/21/77, no. 14, p. 1256 


Rule 15c2-11, Initiation or resumption of quotations without specific information, temporary provision ex- 
tended, 34-13807, 7/28/77, no. 15, p. 1382 


Rules 13d-1, 2, 3 (see exception), 4, 5, 6, 7 and 101; 14a-101, 14a-102 and 14c-101, effective date of amend- 


ment re disclosure of beneficial ownership deferred to 4/30/78, 33-5851, 34-13844, 8/10/77, no. 17, 
p. 1461 


Rules 17a-3, 17a-4 and 17f-1 amended re lost and stolen securities, 34-13831, 8/5/77, no. 17, p. 1465 


Silver investment contracts, see LR-8069, 8/17/77, no. 18, p. 1561 
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STOCK CLEARING CORPORATION OF PHILADELPHIA 


Proposed Rule Changes 
Fee schedule, SCCP-77-1, effective, 34-13836, 8/8/77, no. 17, p. 1487 


Interface capability expansion and clearance of o-t-c securities transactions, SCCP-77-2, 34-13866, 8/16/77, 
no. 18, p. 1529 


SUSPENSIONS OF TRADING 


Bengal Oil & Gas Corp., 34-13451, 4/19/77, no. 1, p. 39 

Boston and Albany Railroad Company, Carthage & Adirondack Railroad Company, Cleveland-Cincinnati- 
Chicago & St. Louis Railway Company, Cleveland & Pittsburgh Railroad Company, Connecting Railway 
Company, Delaware Railroad Company, Erie & Pittsburgh Railroad Company, Kanawha & Michigan 
Railroad Company, Lake Shore & Michigan Railroad Company, Little Miami Railroad Company, 
Mahoning Coal Railroad Company, Michigan Central Railroad Company, Mohawk & Malone Railroad 
Company, New York Central Railroad Company, New York City & Hudson River Railroad Company, New 
York Connecting Railroad Company, New York & Harlem Railroad Company, New York & Putnam 
Railroad Company, Northern Central Railway Company, Penn Central Company, Penn Central Trans- 
portation Company, Pennsylvania Railroad Company, Peoria & Eastern Railway Company, Philadelphia, 
Baltimore & Washington Railroad Company, Philadelphia & Trenton Railroad Company, Pittsburgh, 
Cincinnati, Chicago & St. Louis Railroad Company, Pittsburgh, Fort Wayne & Chicago Railway 
Company, Pittsburgh, Youngstown & Ashtabula Railway Company, United New Jersey Railroad & Canal 
Company, West Shore Railroad Company, 34-13505, 5/4/77, no. 3, p. 297 

Cal-Am Corporation, 34-13693, 6/28/77, no. 11, p. 1401 

Escalade, Inc., 34-13573, 5/26/77, no. 7, p. 666 

Frigitronics, Incorporated, 34-13781, 7/20/77, no. 14, p. 1291 

Holographic Development Corporation of America, 34-13888, 8/25/77, no. 19, p. 1571 

I. I. Inc., 34-13496, 5/2/77, no. 3, p. 295 

Magic Marker Corporation, 34-13899, 8/29/77, no. 20, p. 1630 

Miner Industries, Inc., 34-13611, 6/9/77, no. 8, p. 773 

Morris Industries, Inc., 34-13780, 7/20/77, no. 14, p. 1290 

Pacific Air Transport International, Inc., 34-13668, 6/23/77, no. 10, p. 990 

Ranchers Packing Corporation, 34-13546, 5/17/77, no. 5, p. 432 

Scotti Commercial Corporation, 34-13754, 7/15/77, no. 14, p. 1273 

Southern Atlantic Corporation, 34-13805, 7/27/77, no. 15, p. 1380 

TR-3 Chemical Corporation, 34-13571, 5/26/77, no. 7, p. 665-b 

Twentieth Century-Fox Film Corp., 34-13540, 5/13/77, no. 5, p. 428 

United American Life Ins. Co., 34-13669, 6/23/77, no. 10, p. 991 

U. S. Coal Corporation, 34-13545, 5/17/77, no. 5, p. 432 

U. S. Water Co., Inc., 34-13617, 6/10/77, no. 9, p. 821 

Verco Energy Corporation, 34-13754, 7/15/77, no. 14, p. 1273 

Vernitron Corporation, 34-13782, 7/20/77, no. 14, p. 1291 

Westamerica Automotive Corp., 34-13572, 5/26/77, no. 7, p. 665-b 

Western America Energy Corporation, 34-13837, 8/8/77, no. 17, p. 1488 

Western United Resources, Inc., 34-13754, 7/15/77, no. 14, p. 1273 

Wyly Corporation, 34-13824, 8/3/77, no. 16, p. 1424 


TAD DEPOSITORY CORPORATION 


Proposed Rule Changes 


Interface with The Depository Trust Company for the receipt and delivery of securities through book-entry 
procedures, TAD-77-1, 34-13553, 5/19/77, no. 5, p. 435; approved, 34-13714, 7/1/77, no. 12, p. 1109 
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Procedures for releasing stock certificates registered in TAD’s nominee name to TAD participants, TAD-77-2, 
34-13845, 8/10/77, no. 17, p. 1491 


Whisky investments, see LR-7995, 6/27/77, no. 11, p. 1090; LR-8024, 7/11/77, no. 13, p. 1152 


ALPHABETICAL LIST OF PERSONS AND COMPANIES NAMED IN NOTICES, ORDERS, FINDINGS, 
OPINIONS, ADMINISTRATIVE PROCEEDINGS, AND OTHER COMMISSION RELEASES 


A-H Properties, LR-8022, no. 13, p. 1150 

A-T-O, Inc., LR-8044, no. 15, p. 1412 

A.V.A. Income Fund, The, IC-9796, no. 7, p. 731; IC-9836, no. 12, p. 1129 

A.V.A. Qualified Income Fund, The, IC-9797, no. 7, p. 734; IC-9837, no. 12, p. 1130 

Aadnesen, Grant C., 34-13676, no. 11, p. 1015 

Aaron, & Co., Inc., E. L., LR-7966, no. 8, p. 812 

Aaron, Peter E., LR-7966, no. 8, p. 812 

Aberdeen Management Corporation, 34-13695, IC-9830, IA-593, no. 11, pp. 1041 & 1065 

Abramson, Robert F., LR-7909, no. 3, p. 339; LR-7970, no. 9, p. 894 

AEtna Financial Service, Inc., |C-9792, no. 7, p. 725; IC-9835, no. 12, p. 1129 

AEtna Fund, Inc., IC-9792, no. 7, p. 725; IC-9835, no. 12, p. 1129 

AEtna Variable Annuity Life Insurance Company, IC-9744, no. 3, p. 325 

AEtna Variable Annuity Account B, IC-9744, no. 3, p. 325 

Aetna Variable Annuity Account C, IC-9744, no. 3, p. 325 

AEtna Variable Annuity Account E, IC-9744, no. 3, p. 325 

Aguilar, Rodolfo Jesus, LR-7920, no. 4, p. 421 

Air Pollution Industries, Inc., 34-13857, no. 18, p. 1525 

Airways Enterprises, Inc., 34-13490, no. 3, p. 288; 34-13495, AS-214, no. 3, p. 294 

Alabama Power Company, 35-19999, no. 2, p. 253; 35-20014, no. 3, p. 320; 35-20040, no. 6, p. 479; 35-20082, 
no. 10, p. 994; 35-20128, no. 16, p. 1436; 35-20133, no. 17, p. 1501 

Albert & Maquire Securities, Inc., LR-7889, no. 2, p. 272 

Albert & Maquire Securities Co., Inc., LR-8046, no. 16, p. 1452 

Alcock & Co., T. R., LR-7983, no. 10, p. 1007 

Alcock, Thomas R., LR-7983, no. 10, p. 1007 

All American Fund, Inc., IC-9750, no. 3, p. 329 

Allard, David R., LR-8024, no. 13, p. 1152 

Allard, Kathryn A., LR-8024, no. 13, p. 1152 

Allegheny Power System, Inc., 35-20005, no. 2, p. 259; 35-20009, no. 3, p. 308; 35-20101, no. 12, p. 1123; 
35-20107, no. 13, p. 1139; 35-20131, no. 17, p. 1498; 35-20138, no. 18, p. 1536 

Allen & Company, 34-13766, IA-597, IC-9855, no. 14, p. 1277 

Allen, Charles R., LR-7907, no. 3, p. 338; LR-7952, no. 8, p. 805 

Allen, Walter H., LR-7907, no. 3, p. 338; LR-7952, no. 8, p. 805 

Alliben Corporation, 34-13766, IA-597, IC-9855, no. 14, p. 1277; 34-13767, IA-598, IC-9856, no. 14, p. 1280 

Allied Business Consultants, Inc., LR-8043, no. 15, p. 1412 

Altman, Herbert M., 34-13453, LR-7880, no. 1, p. 40; 34-13797, LR-8053, 34-13798, no. 15, p. 1375 


, American Airlines, Inc., 39-474, no. 13, p. 1154; 39-478, no. 16, p. 1436 


American Beef Packers, Inc., LR-7948, no. 7, p. 745 

American Brands Overseas, N.V., 34-13474, no. 2, p. 190; 34-13581, no. 7, p. 670 

American Centennial Corporation, LR-7949, no. 7, p. 747 

American Commonwealth Financial Corporation, LR-7920, no. 4, p. 421 

American Electric Power Company, Inc., 35-19992, no. 1, p. 51; 35-20020, no. 4, p. 393; 35-20027, 35- 
20027A, no. 5, p. 438; 35-20045, no. 6, p. 486; 35-20046, no. 6, p. 487; 35-20103, no. 13, p. 1136; 35- 
20111, no. 13, p. 1144; 35-20119, no. 16, p. 1426; 35-20129, no. 17, p. 1497 

American-European Investors Establishment, LR-7896, no. 2, p. 275 

American General Bond Fund, Inc., IC-9823, no. 10, p. 1004; IC-9858, no. 14, p. 1309 

American General Convertible Securities, Inc., 1C-9823, no. 10, p. 1004; IC-9858, no. 14, p. 1309 

American General Industries, LR-8060, no. 17, p. 1513 
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American General Municipal Bond Fund, IC-9802, no. 8, p. 799; IC-9840, no. 12, p. 1134 | 

American Mining and Smelting, Inc., 34-13675, no. 11, p. 1014 i 

American Savings Insurance Company, LR-7929, no. 6, p. 501 

American Tobacco International Corporation, 34-13473, no. 2, p. 190; 34-13580, no. 7, p. 669 

American Variable Annuity Fund, IC-9796, no. 7, p. 731; IC-9797, no. 7, p. 734; IC-9836, no. 12, p. 1129; 
IC-9837, no. 12, p. 1130 

American Variable Annuity Life Assurance Company, IC-9796, no. 7, p. 731; IC-9797, no. 7, p. 734; IC-9836, 
no. 12, p. 1129; IC-9837, no. 12, p. 1130 

Amtel, Inc., 1C-9725, no. 1, p. 55; IC-9758, no. 4, p. 405 

An-Car, LR-7885, no. 1, p. 73 

Andersen & Co. Partners’ Profit Sharing Plan, Arthur, 33-5846, no. 15, p. 1371 

Andersen & Co. Partners’ Profit Sharing Plan and Profit Sharing Trust, Arthur, 33-5857, no. 19, p. 1565 

Andersen & Co. Partners’ Profit Sharing Trust, Arthur, 33-5846, no. 15, p. 1371 

Anderson, Larry, |A-600, no. 14, p. 1330 

Anheuser-Busch, Inc., LR-7930, no. 6, p. 502 ; 

Anstalt, Aldo Handels, LR-8088, no. 20, p. 1658 t 

Anstalt, Sanbil Handels, LR-8023, no. 13, p. 1151 

Antolini, Robert D., 34-13766, IA-597, IC-9855, no. 14, p. 1277 

Apostol, George, LR-7977, no. 9, p. 896 ' 

Appalachian Power Company, 35-20015, no. 3, p. 321; 35-20045, no. 6, p. 486; 35-20052, no. 7, p. 697; 
35-20057, no. 7, p. 702; 35-20060, no. 8, p. 780; 35-20097, no. 12, p. 1120; 35-20108, no. 13, p. 1141; 
35-20119, no. 16, p. 1426; 35-20124, no. 16, p. 1430; 35-20125, no. 16, p. 1432; 35-20151, no. 20, p. 1650 

Applied Digital Data Systems, LR-7921, no. 4, p. 452 

Aquino, Diane, 34-13681, no. 11, p. 1032; 34-13682, no. 11, p. 1032 

Arabian American Oil Company, 35-20053, no. 7, p. 698 } 

ARCO Pipe Line Company, 39-472, no. 9, p. 897; 39-475, no. 13, p. 1154 

Arden-Mayfair, Inc., LR-8087, no. 20, p. 1658 

Arizona-Florida Development Corporation, LR-7941, no. 6, p. 507 

Arkansas Loan and Thrift Corporation, LR-7944, no. 7, p. 744 q 

Arkansas-Missouri Power Company, 35-19993, no. 1, p. 52; 35-20090, no. 11, p. 1069; 35-20091, no. 11, p. j 
1072; 35-20105, no. 13, p. 1138; 35-20123, no. 16, p. 1429 

Arkansas Power & Light Company, 35-19994, no. 1, p. 53; 35-20028, 35-20029, no. 5, p. 439; 35-20042, no. 6, 
p. 482; 35-20075, no. 9, p. 884; 35-20076, no. 9, p. 885; 35-20090, no. 11, p. 1069; 35-20091, no. 11, 
p. 1072; 35-20139, no. 18, p. 1538; 35-20150, no. 20, p. 1648 

Arko, Frank S., 34-13801, no. 15, p. 1378 

Armon Systems of Colorado, Inc., LR-8086, no. 19, p. 1594 

Arneson, Richard W., Jr., LR-8022, no. 13, p. 1150 

Aronoff, Arnold Y., LR-8020, no. 12, p. 1143 

Artois, Winfred, LR-7896, no. 2, p. 275 

Arwood Corporation, 34-13556, no. 6, p. 461; 34-13616, no. 9, p. 820 

Ascot Oil, Inc., LR-7950, no. 7, p. 747 

Associated Minerals, Inc., LR-7907, no. 3, p. 338; LR-7952, no. 8, p. 805 

Associated Natural Gas Company, 35-20105, no. 13, p. 1138; 35-20123, no. 16, p. 1429 

Atlantic Richfield Company, 39-472, no. 9, p. 897; 39-475, no. 13, p. 1154 

AutEx, Inc., 34-13538, no. 4, p. 389 

Avery, Richard Douglas, IC-9833, IA-595, 34-13705, no. 12, p. 1128; IC-9778, no. 17, p. 1506 

Axe-Houghton Fund B., Inc., IC-9757, no. 4, p. 403; IC-9791, no. 7, p. 725 

Axe-Houghton Income Fund, Inc., IC-9757, no. 4, p. 403; IC-9762, no. 4, p. 410; IC-9791, no. 7, p. 725 

Axe-Houghton Stock Fund, Inc., IC-9757, no. 4, p. 403; IC-9791, no. 7, p. 725 

Axe Securities Corporation, IC-9757, no. 4, p. 403; IC-9762, no. 4, p. 410; IC-9791, no 7, p. 725; IC-9859, no. 
14, p. 1309; IC-9866, no. 15, p. 1392; IC-9867, no. 15, p. 1399; IC-9906, no. 19, p. 1584; IC-9907, no. 19, 
p. 1585; IC-9908, no. 19, p. 1586 

Axel, Edwin G., LR-8019, no. 12, p. 1143 

Azarow, Charles, LR-7951, no. 7, p. 747 








B&S Asset Management Corporation, IC-9784, no. 7, p. 710; IC-9871, no. 15, p. 1407 
Bach Planning Company, LR-7953, no. 8, p. 806; LR-8005, no. 12, p. 1137; 34-13829, no. 17, p. 1464 
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Baer, Max J., LR-7888, no. 2, p. 272; LR-7965, no. 8, p. 811 

Baker, T. Rushton, 34-13717, no. 12, p. 1110 

Baker, Welker and Company, 34-13717, no. 12, p. 1110 

Balter, Lee, 34-13766, IA-597, IC-9855, no. 14, p. 1277; 34-13767, IA-598, IC-9856, no. 14, p. 1280 
Bank of California, LR-7906, no. 3, p. 338 

Bankers Trust Company, LR-7929, no. 6, p. 501 

Bankers Trust Savings and Loan Association, LR-7929, no. 6, p. 501 
Banque de Paris et des Pays-Bas (Suisse) S.A., LR-7915, no. 4, p. 418 
Baptist Building Bonds, Inc., 34-13667, no. 10, p. 990; 34-13670, no. 10, p. 991 
Barker, Gerald L., LR-8014, no. 12, p. 1141; LR-8062, no. 17, p. 1513 
Barnes, David, LR-7917, no. 4, p. 419 

Barrell, David W., LR-7958, no. 8, p. 807 

Barrow, William R., LR-7926, no. 5, p. 454; LR-8040, no. 15, p. 1411 

Bay State Securities, Inc., 34-13653, no. 10, p. 926 

Beale, Charles M., Lr-7888, no. 2, p. 272; LR-7965, no. 8, p. 811 

Beaver Insurance Company, IC-9849, no. 13, p. 1148; IC-9884, no. 17, p. 1507 
Becker Securities Corporation, LR-7880, no. 1, p. 40 

Becton, Billy J., LR-7949, no. 7, p. 747 

Becton, Henry, LR-8001, no. 11, p. 1093 

Beef Steak Charlie’s, Inc., LR-7917, no. 4, p. 419 

Bemis Investment Co., LR-7946, no. 7, p. 744; LR-8064, no. 17, p. 1514 
Benchmark Securities, Inc., 34-13483, no. 2, p. 245 

Bennett, Bruce, LR-7944, no. 7, p. 744 

Benson, J. Frank, LR-8001, no. 11, p. 1093 

Bent, Bruce R., IC-9826, IA-592, no. 11, p. 1079 

Bentro, Anthony, LR-8059, no. 17, p. 1511 

Bentrovato, Anthony, LR-8059, no. 17, p. 1511 

Berkson, Robert, 34-13481, no. 2, p. 238; 34-13857, no. 18, p. 1527 
Bernhard, William Axel, LR-7934, no. 6, p. 504; LR-8065, no. 17, p. 1514 
Berry, John, FI-53, no. 2, p. 278 

Bethmann Bank, LR-7933, no. 6, p. 504 

Bevan, David C., LR-8057, no. 17, p. 1510 

Beyer, Rodney B., LR-8069, no. 18, p. 1561 

Big D Oil & Gas Co., LR-7875, no. 1, p. 70 

Biller, Osias, LR-8001, no. 11, p. 1093 

Bingham Silver Lead Company, LR-7879, no. 1, p. 71 

Bishop, Donald W., LR-8025, no. 13, p. 1152 

Black & Company, Inc., 34-13769, no. 14, p. 1284; 34-13770, no. 14, p. 1286 
Blazon Corporation, LR-7903, no. 3, p. 337 

Blumenfeld, Edward J., LR-7888, no. 2, p. 272; LR-7965, no. 8, p. 811 
Blyth, Eastman Dillon & Co., Inc., 34-13766, IA-597, IC-9855, no. 14, p. 1277 
Bogus, Melvin B., LR-8067, no. 18, p. 1560 

Bolton, Richard E., 34-13766, IA-597, IC-9855, no. 14, p. 1277 

Bonastia, Peter J., LR-7991, no. 11, p. 1088 

Bossert, Robert, 34-13681, 34-13682, no. 11, p. 1032 


_ Bove & Co., Inc., Kenneth, LR-7918, no. 4, p. 419; LR-8037, no. 15, p. 1410 


Bove, Kenneth, LR-7918, no. 4, p. 419; LR-8037, no. 15, p. 1410 
Bowen, Robert Blair, Jr., LR-7927, no. 5, p. 455 

Bowler, F. Wallace, LR-7985, no. 10, p. 1007 

Boyer, Edward, LR-7881, no. 1, p. 72 

Bradford, Robert W., LR-7981, no. 10, p. 1006; LR-8034, no. 15, p. 1410 
Brenna, Dr. Leroy S., 34-13633, no. 9, p. 849 

Brenner, Louis, LR-8018, no. 12, p. 1142; LR-8031, no. 14, p. 1369 
Brewer, John L., LR-7999, no. 11, p. 1092 

Briskin, Bernard, LR-8087, no. 20, p. 1658 


British American Utilities Corporation, 35-20058, no. 7, p. 704; 35-20079, no. 10, p. 993; 35-20134, no. 17, 
p. 1502 
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Brockton Edison Company, 35-20019, no. 4, p. 391 

Brothers Capital Corp., LR-7986, no. 10, p. 1007 

Brown, Henry B. R., IC-9826, IA-592, no. 11, p. 1079 

Brown, Robert Edwin, LR-7941, no. 6, p. 507 

Brown, William H., LR-7936, no. 6, p. 505; LR-8028, no. 13, p. 1153 
Browne, Thomas Randy, LR-8043, no. 15, p. 1412 

Bryan, Frank D., LR-8013, no. 12, p. 1140 

Buchman, Joseph, 34-13750, no. 13, p. 1134 

Buchman, Meyer, 34-13750, no. 13, p. 1134 

Buchman, Sydney, 34-13750, no. 13, p. 1134 

Buckeye Mines, Inc., LR-7941, no. 6, p. 507 

Budd, Ruth H., LR-7937, no. 6, p. 505 

Burak, Bertram J., LR-7889, no. 2, p. 272 

Burke, Daniel, LR-8018, no. 12, p. 1142; LR-8031, no. 14, p. 1369 
Burlington Northern Inc., 34-21480, no. 2, p. 233 

Burrello, John A., 34-13767, IA-598, IC-9856, no. 14, p. 1280 
Businessways, Inc., (Illinois), LR-8043, no. 15, p. 1412 
Businessways, Inc., (Kansas), LR-8043, no. 15, p. 1412 
Businessways, Inc., (Missouri), Lr-8043, no. 15, p. 1412 
Businessways, Inc., (Texas), LR-8043, no. 15, p. 1412 

Butcher & Singer, Inc., |C-9784, no. 7, p. 710; IC-9871, no. 15, p. 1407 


CG Equity Sales Company, IC-9764, no. 4, p. 413; IC-9874, no. 16, p. 1438; IC-9911, no. 19, p. 1589 
CG Municipal Bond Fund, Inc., IC-9764, no. 4, p. 413 

CG Variable Annuity Account I, IC-9874, no. 16, p. 1438; IC-9911, no. 19, p. 1589 

CG Variable Annuity Account Il, IC-9874, no. 16, p. 1438; IC-9911, no. 19, p. 1589 

CNG Coal Company, 35-20024, no. 4, p. 397; 35-20065, no. 8, p. 787; 35-20081, no. 10, p. 993 
CNG Development Company, Ltd., 35-20024, no. 4, p. 397; 35-20065, no. 8, p. 787; 35-20081, no. 10, p. 993 
CNG Producing Company, 35-20024, no. 4, p. 397; 35-20065, no. 8, p. 787; 35-20081, no. 10, p. 993 
CNG Research Company, 35-20024, no. 4, p. 397; 35-20065, no. 8, p. 787; 35-20081, no. 10, p. 993 
Cabot Short-Term Fund, Inc., J. P., 1C-9909, no. 19, p. 1587 

Cain, Christopher, LR-8015, no. 12, p. 1141 

Cairney, William D., LR-7948, no. 7, p. 745 

Cal-Western Separate Account A, IC-9798, no. 7, p. 738; IC-9834, no. 12, p. 1128 
California-Western States Life Insurance Company, IC-9798, no. 7, p. 738; IC-9834, no. 12, p. 1128 
Campbell, Robert, LR-8016, no. 12, p. 1142 

Campbell, William L., Jr., LR-8013, no. 12, p. 1140 

Canon Drive Corporation, LR-7928, no. 6, p. 501 

Capital Exchange Fund, Inc., IC-9851, no. 14, p. 1306; IC-9893, no. 18, p. 1552 

Capital Growth Company, S.A. (Costa Rica), LR-7883, no. 1, p. 73 

Capital Growth Company, S.A. (Panama), LR-7883, no. 1, p. 73 

Capital Liquidity, Inc., IC-9902, no. 19, p. 1580 

Capital Planning Associates, Inc., 34-13579, no. 7, p. 669; LR-7947, no. 7, p. 745 

Capital Planning Securities Company, Inc., 34-13578, no. 7, p. 668; 34-13815, no. 16, p. 1421 
Capper, William K., LR-7922, no. 5, p. 453 

Cappetro, Inc., LR-7974, no. 9, p. 895; LR-8011, no. 12, p. 1140 

Cardiello, Sabino P., LR-8051, no. 16, p. 1454 

Cardwell, Robert G., LR-8067, no. 18, p. 1560 

Carlton Hotel Corporation, LR-8059, no. 17, p. 1511 

Carolina Palmetto Income Investors, IC-9724, no. 1, p. 54 

Carr Explorations, Inc., LR-8053, no. 16, p. 1455 

Carroll, Howard P., LR-7892, no. 2, p. 274; LR-7938, no. 6, p. 506 

Carter, Charles A., LR-7929, no. 6, p. 501; LR-8012, no. 12, p. 1140 

Caruthers, Gary E., LR-8053, no. 16, p. 1455 

Casey, Francis S., LR-7958, no. 8, p. 807 

Castle, Jerome, LR-8020, no. 12, p. 1143 
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SECURITIES ACT OF 1933 

Forms 

Form S-7, for registration of securities of certain issuers, amended, 33-5821, 4/15/77, no. 1, p. 2 

Proposed Form 146, Report of offering made in reliance upon Rule 146, 33-5822, 4/18/77, no. 1, p. 4 

Proposed Form S-K, Integrated disclosure form for the registration of securities under the Securities Act of 
1933; Forms S-1, S-7 and S-8, proposed amendment, 33-5826, 34-13525, 35-20023, IC-9761, 5/10/77, 
no. 4, p. 340 

Proposed Form N-2, for closed-end management investment companies registered on Form N-8A, and 
Proposed Form N-1, for open-end management investment companies registered on Form N-8A; Form 


S-4 and S-5, proposed rescission, 33-5829, IC-9782, 5/31/77, no. 7, p. 510 


Form S-5, for open-end management investment companies registered on Form N-8B-1, proposed amend- 
ment, 33-5830, IC-9787, 5/31/77, no. 7, p. 663 


Forms S-1 and S-11, effective date of amendment re disclosure of beneficial ownership deferred to 4/30/78, 
33-5851, 34-13844, 8/10/77, no. 17, p. 1461 


Guides for Preparation and Filing of Registration Statements 


Guide 42, Reports of Memoranda Concerning the Registrant, advance notice of proposed amendment, 
33-5834, 6/13/77, no. 9, p. 814 


Rule 146, Transactions by an issuer deemed not to involve any public offering, proposed amendment, 33- 
5822, 4/18/77, no. 1, p. 4 

Proposed Rule 264, Procedure with respect to abandoned notifications on Form 1A, 33-5831, 6/6/77, no. 8, 
p. 750 


Proposed Rule 434d, Advertisement by an investment company as satisfying requirements of section 10, 
and Rule 134, Communications not deemed a prospectus, proposed amendment, 33-5833, IC-9811, 
6/8/77, no. 8, p. 753; extension of time for comment to 8/24/77, 33-5845, IC-9864, 7/21/77, no. 14, 
p. 1272 


Rule 458, Brief descriptive summary of registration statement, rescinded, 33-5842, 7/2/77, no. 12, p. 1099 


SECURITIES EXCHANGE ACT OF 1934 


Forms 


Form X-17A-5, information required of certain brokers and dealers, proposed amendment, 34-13461, 
4/22/77, no. 2, p. 84; amended, 34-13462, 4/22/77, no. 2, p. 156 


Forms X-17A-10, annual report of revenue and expenses to be filed by brokers and dealers, and X-17A-20, 
monitoring effect of competitive commission rates—revenue and expense information, revoked, 
34-13462, 4/22/77, no. 2, p. 156 


Form ~~ <, Annual report for issuers which file reports with certain other federal agencies, rescinded, 34- 
124 7, 4/28/77, no. 2, p. 228 
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Proposed Form S-K, Integrated disclosures form for use under the Securities Exchange Act of 1934; Forms 
10 and 10-K, proposed amendment, 33-5826, 34-13525, 35-20023, IC-9761, 5/10/77, no. 4, p. 340 


Proposed Form TA-W, Notice of withdrawal from registration as transfer agent, 34-13597, 6/6/77, no. 8, 
p. 764 


Proposed Form SECO-4-77, 1977 assessment and information form for registered brokers and dealers not 
members of a registered national securities association, 34-13790, 7/21/77, no. 14, p. 1294 


Forms 10 and 10-K, effective date of amendment re disclosure of beneficial ownership deferred to 4/30/78, 
33-5851, 34-13844, 8/10/77, no. 17, p. 1461 


Form X-17F-1A, Report for missing, lost, stolen or counterfeit securities, amended, 34-13831, 8/5/77, no. 
17, p. 1465 


Guides for the Preparation and Filing of Reports and 
Proxy and Registration Statements 


Guide 4, Integrated Reports to Shareholders, 34-13639, 6/17/77, no. 10, p. 918 
Rules 


Rules 17a-4, 5, 10, 11, 13, 19 and 20 and 15c3-3, relating to brokers and dealers, amended, 34-13462, 4/22/ 
77, no. 2, p. 156; postponement of effective date and ext. of comment period, 34-13713, 7/1/77, no. 12, 
p. 1108 


Rule 13a-13, Quarterly reports on Form 10-Q; Rule 14a-3, Information to be furnished to security holders; 
Rule 14c-3, Annual report to be furnished to security holders; and Rule 15d-13, Quarterly reports on 
Form 10-Q, amended; Rule 13b-1, Carriers and other persons subject to federal regulation, rescinded, 
34-13477, 4/28/77, no. 2, p. 228 


Rule 15c3-1, Net capital requirements for brokers or dealers, amended re municipal securities, 34-13488, 
4/29/77, no. 3, p. 285 


Rule 10b-10, Confirmation of transactions, adopted, 34-13508, IC-9753, 5/5/77, no. 3, p. 299 
Rule 14a-101, Schedule 14A. Information required in proxy statements; Rule 14a-3, Information to be 
furnished to security holders; and Rule 14c-3, Annual report to be furnished to security holders, 


proposed amendment, 33-5826, 34-13525, 35-20023, IC-9761, 5/10/77, no. 4, p. 340 


Proposed Rules 11a1-3, 11a2-1 and 11a2-2, relating to transactions by members of national securities ex- 
changes, ext. of time for comment to 7/15/77, 34-13539, 5/13/77, no. 5, p. 427 


Rule 15c2-11, expiration date of paragraph (f)(4)(T) re submission of price quotations to inter-dealer quota- 
tion system extended to 7/31/77, 34-13544, 5/16/77, no. 5, p. 431 


Rules 13a-13 and 15d-13, Quarterly reports on Form 10-Q, amended, 33-5828, 34-13564, AS-218, 5/23/77, 
no. 6, p. 457 


Rules 15c3-1, 15c3-1a and 15c3-3a, uniform net capital and customer protection ruies, amended, 34-13565, 
5/23/77, no. 6, p. 463 


Proposed Rule 13f-1, Reporting -by institutional investment managers of information with respect to 
accounts over which investment discretion is exercised, ext. of comment period, 34-13582, 6/1/77, no. 
7, p. 670 


Proposed Rule 17Ac3-1, Withdrawal from registration with the Commission, 34-13597, 6/6/77, no. 8, p. 764 
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Rule 15c3-1, Net capital requirements for brokers or dealers, proposed amendment, 34-13622, 6/13/77, no. 


9, p. 823; amended, 34-13623, 6/13/77, no. 9. p. 827; amended, 34-13635, 6/16/77, no. 9, p. 850; 
amended, 34-13806, 7/28/77, no. 15, p. 1381 


Rule 15c3-1d, Satisfactory subordination agreements, amended, 34-13623, 6/13/77, no. 9, p. 827 


Proposed Rule 11Ac1-1, Dissemination of quotations for reported securities, revised version, 34-13626, 
6/14/77, no. 9, p. 835 


Rules 17Ad-1, 2, 3, 4, 5, 6, and 7, regulation of transfer agents, adopted, 34-13636, 6/16/77, no. 9, p. 853 
Proposed Rule 17Ad-5(e), Written inquiries and requests, 34-13637, 6/16/77, no. 9, p. 871 


Rule 17f-1, Requirements for reporting and inquiry with respect to missing, lost, counterfeit or stolen securi- 


ties, effective date of reporting requirements postponed to 10/3/77 and inquiry requirements to 1/2/78, 
34-13648, 6/20/77, no. 10, p. 923 


Rule 16b-3, Exemption from section 16(b) of acquisitions of shares of stock and stock options and stock 
appreciation rights under certain stock incentive, stock option or similar plans, amended, 34-13659, 
35-20088, IC-9822, 6/22/77, no. 10, p. 935 


Rule 10b-10, Confirmation of transactions, proposed amendment, 34-13661, IC-9824, 6/23/77, no. 10, 
p. 940; ext. of comment period, 34-13849, IC-9887, 8/11/77, no. 17, p. 1494 


Rule 19c-1, Governing certain off-board agency transactions by members of national securities exchanges, 
proposed amendment; Proposed Rule 19c-2, Governing off-board agency cross and principal trans- 
actions by members of national securities exchanges, and Proposed Rule 15c5-1, Governing off-board 
dealer transactions [Alternatives A, B, C, and D], 34-13662, 6/23/77, no. 10, p. 947; postponement of 
public hearing and ext. of comment period, 34-13802, 7/25/77, no. 15, p. 1378 


Proposed Rule 15b7-1, Minimum qualification standards for registered brokers and dealers and associated 


persons, anc Rule 15b10-4, Supervision of associated persons, proposed amendment, 34-13679, 6/27/ 
77, no. 11, p. 1017 


Rule 14a-3, Information to be furnished to security holders, amended; Rule 14b-1, Obligation or registered 


brokers in connection with the prompt forwarding of certain communications to beneficial owners, 
adopted, 34-13719, 7/5/77, no. 12, p. 1111 


Rule 14a-3, Information to be furnished to security holders, proposed amendment, 34-13720, 7/5/77, no. 12, 
p. 1116 


Rules 19d-1, 2, 3 and 19h-1, re reporting obligations of self-regulatory organizations, adopted; Rules 15 Ab-1 
and 15 Ag-1, rescinded, 34-13726, 7/8/77, no. 13, p. 1107 


Rules 13d-101 (Schedule 13D) and 14d-1, amended; Rule 14d-100, Schedule 14D-1, Tender offer statement 


pursuant to section 14(d)(1) of the Securities Exchange Act of 1934, adopted, 33-5844, 34-13787, IC- 
9862, 7/21/77, no. 14, p. 1256 


Rule 15c2-11, Initiation or resumption of quotations without specific information, temporary provision ex- 
tended, 34-13807, 7/28/77, no. 15, p. 1382 


Rules 13d-1, 2, 3 (see exception), 4, 5, 6, 7 and 101; 14a-101, 14a-102 and 14c-101, effective date of amend- 


ment re disclosure of beneficial ownership deferred to 4/30/78, 33-5851, 34-13844, 8/10/77, no. 17, 
p. 1461 


Rules 17a-3, 17a-4 and 17f-1 amended re lost and stolen securities, 34-13831, 8/5/77, no. 17, p. 1465 


Silver investment contracts, see LR-8069, 8/17/77, no. 18, p. 1561 
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STOCK CLEARING CORPORATION OF PHILADELPHIA 


Proposed Rule Changes 





Fee schedule, SCCP-77-1, effective, 34-13836, 8/8/77, no. 17, p. 1487 


Interface capability expansion and clearance of o-t-c securities transactions, SCCP-77-2, 34-13866, 8/16/77, 
no. 18, p. 1529 


SUSPENSIONS OF TRADING 


Bengal Oil & Gas Corp., 34-13451, 4/19/77, no. 1, p. 39 

Boston and Albany Railroad Company, Carthage & Adirondack Railroad Company, Cleveland-Cincinnati- 
Chicago & St. Louis Railway Company, Cleveland & Pittsburgh Railroad Company, Connecting Railway 
Company, Delaware Railroad Company, Erie & Pittsburgh Railroad Company, Kanawha & Michigan 
Railroad Company, Lake Shore & Michigan Railroad Company, Little Miami Railroad Company, 
Mahoning Coal Railroad Company, Michigan Central Railroad Company, Mohawk & Malone Railroad 
Company, New York Central Railroad Company, New York City & Hudson River Railroad Company, New 
York Connecting Railroad Company, New York & Harlem Railroad Company, New York & Putnam 
Railroad Company, Northern Central Railway Company, Penn Central Company, Penn Central Trans- 
portation Company, Pennsylvania Railroad Company, Peoria & Eastern Railway Company, Philadelphia, 
Baltimore & Washington Railroad Company, Philadelphia & Trenton Railroad Company, Pittsburgh, 
Cincinnati, Chicago & St. Louis Railroad Company, Pittsburgh, Fort Wayne & Chicago Railway 
Company, Pittsburgh, Youngstown & Ashtabula Railway Company, United New Jersey Railroad & Canal 
Company, West Shore Railroad Company, 34-13505, 5/4/77, no. 3, p. 297 

Cal-Am Corporation, 34-13693, 6/28/77, no. 11, p. 1401 

Escalade, Inc., 34-13573, 5/26/77, no. 7, p. 666 

Frigitronics, Incorporated, 34-13781, 7/20/77, no. 14, p. 1291 

Holographic Development Corporation of America, 34-13888, 8/25/77, no. 19, p. 1571 

I. 1. Inc., 34-13496, 5/2/77, no. 3, p. 295 

Magic Marker Corporation, 34-13899, 8/29/77, no. 20, p. 1630 

Miner Industries, Inc., 34-13611, 6/9/77, no. 8, p. 773 

Morris Industries, Inc., 34-13780, 7/20/77, no. 14, p. 1290 

Pacific Air Transport International, Inc., 34-13668, 6/23/77, no. 10, p. 990 

Ranchers Packing Corporation, 34-13546, 5/17/77, no. 5, p. 432 

Scotti Commercial Corporation, 34-13754, 7/15/77, no. 14, p. 1273 

Southern Atlantic Corporation, 34-13805, 7/27/77, no. 15, p. 1380 

TR-3 Chemical Corporation, 34-13571, 5/26/77, no. 7, p. 665-b 

Twentieth Century-Fox Film Corp., 34-13540, 5/13/77, no. 5, p. 428 

United American Life Ins. Co., 34-13669, 6/23/77, no. 10, p. 991 

U. S. Coal Corporation, 34-13545, 5/17/77, no. 5, p. 432 

U. S. Water Co., Inc., 34-13617, 6/10/77, no. 9, p. 821 

Verco Energy Corporation, 34-13754, 7/15/77, no. 14, p. 1273 

Vernitron Corporation, 34-13782, 7/20/77, no. 14, p. 1291 

Westamerica Automotive Corp., 34-13572, 5/26/77, no. 7, p. 665-b 

Western America Energy Corporation, 34-13837, 8/8/77, no. 17, p. 1488 

Western United Resources, Inc., 34-13754, 7/15/77, no. 14, p. 1273 

Wyly Corporation, 34-13824, 8/3/77, no. 16, p. 1424 





TAD DEPOSITORY CORPORATION 


Proposed Rule Changes 





Interface with The Depository Trust Company for the receipt and delivery of securities through book-entry @ ( 
procedures, TAD-77-1, 34-13553, 5/19/77, no. 5, p. 435; approved, 34-13714, 7/1/77, no. 12, p. 1109 
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Procedures for releasing stock certificates registered in TAD’s nominee name to TAD participants, TAD-77-2, 
34-13845, 8/10/77, no. 17, p. 1491 


Whisky investments, see LR-7995, 6/27/77, no. 11, p. 1090; LR-8024, 7/11/77, no. 13, p. 1152 


ALPHABETICAL LIST OF PERSONS AND COMPANIES NAMED IN NOTICES, ORDERS, FINDINGS, 
OPINIONS, ADMINISTRATIVE PROCEEDINGS, AND OTHER COMMISSION RELEASES 


A-H Properties, LR-8022, no. 13, p. 1150 

A-T-O, Inc., LR-8044, no. 15, p. 1412 

A.V.A. Income Fund, The, IC-9796, no. 7, p. 731; IC-9836, no. 12, p. 1129 

A.V.A. Qualified Income Fund, The, IC-9797, no. 7, p. 734; IC-9837, no. 12, p. 1130 

Aadnesen, Grant C., 34-13676, no. 11, p. 1015 

Aaron, & Co., Inc., E. L., LR-7966, no. 8, p. 812 

Aaron, Peter E., LR-7966, no. 8, p. 812 

Aberdeen Management Corporation, 34-13695, IC-9830, IA-593, no. 11, pp. 1041 & 1065 

Abramson, Robert F., LR-7909, no. 3, p. 339; LR-7970, no. 9, p. 894 

AEtna Financial Service, Inc., IC-9792, no. 7, p. 725; IC-9835, no. 12, p. 1129 

AEtna Fund, Inc., IC-9792, no. 7, p. 725; IC-9835, no. 12, p. 1129 

AEtna Variable Annuity Life Insurance Company, IC-9744, no. 3, p. 325 

AEtna Variable Annuity Account B, IC-9744, no. 3, p. 325 

Aetna Variable Annuity Account C, IC-9744, no. 3, p. 325 

AEtna Variable Annuity Account E, IC-9744, no. 3, p. 325 

Aguilar, Rodolfo Jesus, LR-7920, no. 4, p. 421 

Air Pollution Industries, Inc., 34-13857, no. 18, p. 1525 

Airways Enterprises, Inc., 34-13490, no. 3, p. 288; 34-13495, AS-214, no. 3, p. 294 

Alabama Power Company, 35-19999, no. 2, p. 253; 35-20014, no. 3, p. 320; 35-20040, no. 6, p. 479; 35-20082, 
no. 10, p. 994; 35-20128, no. 16, p. 1436; 35-20133, no. 17, p. 1501 

Albert & Maquire Securities, Inc., LR-7889, no. 2, p. 272 

Albert & Maquire Securities Co., Inc., LR-8046, no. 16, p. 1452 

Alcock & Co., T. R., LR-7983, no. 10, p. 1007 

Alcock, Thomas R., LR-7983, no. 10, p. 1007 

All American Fund, Inc., |C-9750, no. 3, p. 329 

Allard, David R., LR-8024, no. 13, p. 1152 

Allard, Kathryn A., LR-8024, no. 13, p. 1152 

Allegheny Power System, Inc., 35-20005, no. 2, p. 259; 35-20009, no. 3, p. 308; 35-20101, no. 12, p. 1123; 
35-20107, no. 13, p. 1139; 35-20131, no. 17, p. 1498; 35-20138, no. 18, p. 1536 

Allen & Company, 34-13766, IA-597, IC-9855, no. 14, p. 1277 

Allen, Charles R., LR-7907, no. 3, p. 338; LR-7952, no. 8, p. 805 

Allen, Walter H., LR-7907, no. 3, p. 338; LR-7952, no. 8, p. 805 

Alliben Corporation, 34-13766, IA-597, IC-9855, no. 14, p. 1277; 34-13767, IA-598, IC-9856, no. 14, p. 1280 

Allied Business Consultants, Inc., LR-8043, no. 15, p. 1412 

Altman, Herbert M., 34-13453, LR-7880, no. 1, p. 40; 34-13797, LR-8053, 34-13798, no. 15, p. 1375 


, American Airlines, Inc., 39-474, no. 13, p. 1154; 39-478, no. 16, p. 1436 


American Beef Packers, Inc., LR-7948, no. 7, p. 745 

American Brands Overseas, N.V., 34-13474, no. 2, p. 190; 34-13581, no. 7, p. 670 

American Centennial Corporation, LR-7949, no. 7, p. 747 

American Commonwealth Financial Corporation, LR-7920, no. 4, p. 421 

American Electric Power Company, Inc., 35-19992, no. 1, p. 51; 35-20020, no. 4, p. 393; 35-20027, 35- 
20027A, no. 5, p. 438; 35-20045, no. 6, p. 486; 35-20046, no. 6, p. 487; 35-20103, no. 13, p. 1136; 35- 
20111, no. 13, p. 1144; 35-20119, no. 16, p. 1426; 35-20129, no. 17, p. 1497 

American-European Investors Establishment, LR-7896, no. 2, p. 275 

American General Bond Fund, Inc., IC-9823, no. 10, p. 1004; IC-9858, no. 14, p. 1309 

American General Convertible Securities, Inc., 1C-9823, no. 10, p. 1004; IC-9858, no. 14, p. 1309 

American General Industries, LR-8060, no. 17, p. 1513 
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American General Municipal Bond Fund, IC-9802, no. 8, p. 799; IC-9840, no. 12, p. 1134 

American Mining and Smelting, Inc., 34-13675, no. 11, p. 1014 

American Savings Insurance Company, LR-7929, no. 6, p. 501 

American Tobacco International Corporation, 34-13473, no: 2, p. 190; 34-13580, no. 7, p. 669 

American Variable Annuity Fund, IC-9796, no. 7, p. 731; IC-9797, no. 7, p. 734; IC-9836, no. 12, p. 1129; 
IC-9837, no. 12, p. 1130 

American Variable Annuity Life Assurance Company, IC-9796, no. 7, p. 731; IC-9797, no. 7, p. 734; IC-9836, 
no. 12, p. 1129; IC-9837, no. 12, p. 1130 

Amtel, Inc., IC-9725, no. 1, p. 55; IC-9758, no. 4, p. 405 

An-Car, LR-7885, no. 1, p. 73 

Andersen & Co. Partners’ Profit Sharing Plan, Arthur, 33-5846, no. 15, p. 1371 

Andersen & Co. Partners’ Profit Sharing Plan and Profit Sharing Trust, Arthur, 33-5857, no. 19, p. 1565 

Andersen & Co. Partners’ Profit Sharing Trust, Arthur, 33-5846, no. 15, p. 1371 

Anderson, Larry, |A-600, no. 14, p. 1330 

Anheuser-Busch, Inc., LR-7930, no. 6, p. 502 

Anstalt, Aldo Handels, LR-8088, no. 20, p. 1658 

Anstalt, Sanbil Handels, LR-8023, no. 13, p. 115% 

Antolini, Robert D., 34-13766, IA-597, IC-9855, no. 14, p. 1277 

Apostol, George, LR-7977, no. 9, p. 896 

Appalachian Power Company, 35-20015, no. 3, p. 321; 35-20045, no. 6, p. 486; 35-20052, no. 7, p. 697; 
35-20057, no. 7, p. 702; 35-20060, no. 8, p. 780; 35-20097, no. 12, p. 1120; 35-20108, no. 13, p. 1141; 
35-20119, no. 16, p. 1426; 35-20124, no. 16, p. 1430; 35-20125, no. 16, p. 1432; 35-20151, no. 20, p. 1650 

Applied Digital Data Systems, LR-7921, no. 4, p. 452 

Aquino, Diane, 34-13681, no. 11, p. 1032; 34-13682, no. 11, p. 1032 

Arabian American Oil Company, 35-20053, no. 7, p. 698 

ARCO Pipe Line Company, 39-472, no. 9, p. 897; 39-475, no. 13, p. 1154 

Arden-Mayfair, Inc., LR-8087, no. 20, p. 1658 

Arizona-Florida Development Corporation, LR-7941, no. 6, p. 507 

Arkansas Loan and Thrift Corporation, LR-7944, no. 7, p. 744 
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